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Standard Gas and Electric 
Company 


@ One of the Nation’s large utility holding companies. 


e Organized by Henry M. Byllesby, engineer and electrical pioneer, in 1910 
—first dividend paid to common stockholders in 1923. 


© Owned by 45,000 stockholders; number of stockholders of subsidiary and affiliated ~ 
companies, 160,000 — total approximately 205,000. 


e 
A constructive force in the civic development of 


Louisville, Pittsburgh, Minneapolis, St. Paul, Oklahoma City, San Diego 
and many other communities 


Modern utility services provided for more than 1,600 medium sized and small 


cities, towns and villages, over 1,200 of which are less than 5,000 population — 
970 less than 1,000. Total population supplied with one or more kinds of service 
is in excess of 6,000,000. 


Rate reductions by operating companies since 1929 total $12,400,000 on an 
annual basis. Gross electric and gas earnings (1934) were $106,457,000. 


Engineering and management services required by the operating companies, 
in addition to that supplied by their own staffs, are rendered by a wholly-owned 
subsidiary, Byllesby Engineering and Management Corporation. 

The character of the services performed is indicated by the following quotation 
from a recent decision by a state public utilities regulatory authority: 


“The claim of Byllesby Engineering and Management Corporation 
that it Is in every true sense a management concern, and that It gives valuable 
services under its contracts, Is supported by the record.” 
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A Sound System of Mortgage Credits and Its 
Relation to Banking Policy 


By MORTON BODFISH* 


gage credit systems of the United 

States need additional study and 
perfection in light of the recent credit 
collapse. On this point there is uni- 
versal agreement. Certain steps de- 
signed to strengthen the banking and 
mortgage structure have already been 
taken. Since 1932 legislation has been 
passed for the insurance of deposits 
and savings accounts, elimination of 
security affiliates, and the establishment 
by state and Federal law of restrictive 
general policies for the operation of both 
commercial banks and savings institu- 
tutions. 

Now still further suggestions for re- 
vamping the banking system of the 
country are under consideration and 
are incorporated in the proposed Bank- 
ing Act of 1935! which is at present 
before the Congress of the United States. 
Only two of the many important pro- 


oe the banking and the mort- 


* Associate Professor of Land Economics, North- 
western University; Executive Vice-President of 
the United States Building and Loan League; formerly 
Member, Federal Home Loan Bank Board. 


visions of this proposed legislation have 
been selected for examination here, be- 
cause of their special bearing upon the 
relation of mortgage credit to general 
banking policy. I refer to Sections 206 
and 210 of the proposed act; and of 
these, major attention will be focussed 
on Section 210. 

In brief, Section 210 removes the 
territorial limitations on real estate 
loans by commercial banks; authorizes 
them to make long-term real estate 
loans; substantially relaxes the present 
restriction as to the amount each bank 
may so invest; and also materially 
raises the percentage of loan to value 
of the property offered for security. 

Section 206, in turn, relates the pos- 
sible expansion of real estate lending 
to the Federal Reserve system. In 
essence, it authorizes the Federal Re- 
serve banks to lend to member banks 

The substance of this statement was presented as 
testimony before the Subcommittee of the United 
States Senate Committee on Banking and Currency, 
May 30, 1935. 

1§. 1715 and H. R. 7617. 
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on “any sound asset” without regard 
to its qualification as commercial or 
short-term paper or without regard to 
stress or emergency conditions. 


Specialization of Functions 


Examination of past proposals and 
policies for recasting the credit systems 
of this country emphasizes one out- 
standing principle of such programs 
which has special significance for this 
discussion—namely, that short-term or 
commercial-credit institutions should not 
engage in long-term mortgage or capi- 
tal-credit activities. This sound prin- 
ciple has been observed elsewhere and 
explains in some part the stability en- 
joyed by the banking structure of other 
countries, notably Great Britain and 
Sweden. Section 210 of the proposed 


Banking Act of 1935, supplemented by 
Section 206, proposes to continue and 
encourage mortgage activities by com- 


mercial banks. The proposal would not 
only violate the above mentioned bank- 
ing principle, but the pursuance of such 
a policy is generally admitted to have 
played a dominant role in the recent 
overexpansion and collapse of credit. 
This overexpansion in long-term credits 
led to numerous bank failures and to 
a discouraging freezing of mortgage 
credit. Economic historians will cer- 
tainly record the banking failures of 
recent years as the major factor caus- 
ing unprecedented price declines, rapid 
credit liquidation, business failures, and 
acute general depression. Everything 
practicable should be done to prevent 
a recurrence of these events. 

It is generally felt that the failure 
of state bank guarantee systems was 
largely the result of real estate mort- 
gage lending activities on the part of 
the less experienced bankers, particu- 
larly in farm mortgages. The dramatic 
bank failures in Detroit and Chicago 


and many other localities were convinc- 
ing evidence that extensive mortgage 
lending by commercial banks was not 
sound banking. The depression experi- 
ence clearly indicates that a bank fail- 
ure leads to loss of confidence and diffi- 
culty in other types of financial institu- 
tions, while banks, in turn, are adversely 
affected when savings or investment 
institutions encounter difficulty. It 
would seem proper, therefore, that pub- 
lic policy should more and more restrict 
the activities of savings institutions— 
such as building and loan associations, 
savings banks, and insurance companies 
—to those which have been proved by 
experience to be appropriate and safe, 
while at the same time drawing similar, 
rigorous, statutory limits about the 
field of activity of commercial banks. 

Examples of the satisfactory results 
of such a policy in foreign countries 
could be cited, but it is necessary only 
to point to New England territory, 
where the separation of commercial 
from savings banking is considered 
“theoretically desirable” and is largely 
carried out. There we have had a com- 
paratively stronger and more stable 
financial structure than in other parts 
of the country. The concepts of divi- 
sion of labor and specialization are as 
useful, as sound, and as vital in the 
field of finance as in industry and trade. 
A great and sound step in public policy 
was taken in the divorcement of security 
merchandising from commercial bank- 
ing. The judgment of many is that 
equally compelling logic and experience 
call for similar action in separating com- 
mercial banking from long-term mort- 
gage financing. 


The Role of Commercial Banks 


The primary function of the national 
banking structure has been to serve the 
commercial credit needs of the nation. 
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MORTGAGE CREDITS IN RELATION TO BANKING POLICY 


Many thoughtful bankers and observers 
doubted the wisdom of the McFadden 
Act, which substantially accelerated 
the participation of national banks in 
the mortgage field.2, The records from 
1920 up to the beginning of the recent 
banking difficulties indicate a sweeping 
expansion in mortgage loans by com- 
mercial banks.’ A question again arises 
as to whether the country and its finan- 
cial structure would not be in a better 
position if we were to develop strong 
but entirely separate managements, 
directorates, and trustees, each function- 
ing in individual lines of activity. 

Commercial banking and mortgage 
financing are distinct and different, 
and specialization rather than depart- 
ment-store activity should be encour- 
aged as a matter of public policy. Com- 
mercial banks deal primarily with manu- 
facturers, jobbers, retailers, or men who 
own business institutions. Mortgage 
credits, on the other hand, are unique, 
dealing with a more personal risk, an 
entirely different repayment arrange- 
ment, a special field of law and business 
practice, and a particular type of se- 
curity. Thus the two kinds of institu- 
tions serve two distinct credit needs 
and the types of funds which they use 
can, and should be, related to the type 
of credit which they advance. Bor- 
rowers as well as savers in both institu- 
tions will be best served if the activities 
of each are confined to its own field. 


To the extent, however, that com- 
mercial banks accept savings and time 
deposits they may perhaps legitimately 
finance somewhat longer term credit 


2 The McFadden Act (1927), amending the Federal 
Reserve Act, permitted national banks to invest part 
of their funds (25% of capital and surplus or 50% of 
time (and savings) deposits (whichever is larger) in 
five-year, 50% first mortgages on improved city real 
estate. 

Real estate loans by member banks of the Federal 
Reserve System rose from $953,000,000 in .1920 to 
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demands than the usual 30-, 60-, or 
go-day commercial paper. But if the 
banking institutions of the country 
are to be encouraged to make these 
longer term investments, then the most 
needed public service which they can 
render and which they should be best, 
if not exclusively, equipped to render, is 
that of capital loans to large and small 
businesses. I have in mind financing 
running from one to three, or possibly 
even to five, years. This is a field un- 
served by private capital at the present 
time and one more appropriate than 
long-term mortgages for the employ- 
ment of demand or time deposits of 
commercial banking institutions. This 
type of loan offers a profitable outlet 
and recent investigation has clearly in- 
dicated the need of such intermediate 
credit for business. 

With the commercial banking struc- 
ture taking care of the intermediate 
credit demands of business, then mort- 
gage or savings institutions can supply 
the really long-term needs of the coun- 
try. Some of us have given considerable 
study to the problem of building a 
mortgage credit structure which would 
better serve the needs of property 
ownership, and at the same time resist 
the acute conditions recently experi- 
enced. A very cornerstone of this 
thinking is the common sense proposi- 
tion that, if long-term, non-liquid mort- 
gage loans are to be safely made, they 
must flow from long-term savings or 
investment capital, rather than from 
funds of depositors who expect money 
on demand, or, at most, on short notice. 


$3,218,000,000 in 1931. Even more spectacular was the 
increase in such loans by national banks from $230,- 
000,000 in 1920 to $1,585,000,000 in 1931 (with a sharp 
jump between 1926 and 1927 from $725,000,000 to 
$1,026,000,000 as a result of the passage of the McFad- 
den Act in the latter year). (“A Critical Analysis of the 
Book by Lauchlin Currie, Ph. D.,” by Benjamin M. 
Anderson, Jr., p. 6, April 26, 1935.) 
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The Present Situation 


The Banking Act of 1933 moved in 
the direction of restricting banking in- 
stitutions to commercial credit activi- 
ties, while at the same time a long-term 
mortgage credit system was being de- 
veloped through Federal and _ state 
legislation affecting building and loan 
associations and other types of long- 
term, trustee, or savings institutions.‘ 
The program was varied and sound, and 
it is believed that the instrumentalities 
for furnishing adequate home mortgage 
credit have been created. They will 
function satisfactorily at such time as 
real estate prices, employment, and 
other conditions urge citizens to use 
credit extensively for building or buy- 
ing homes. Statistical evidence shows 
that lending activity on the part of 
trustee institutions has doubled in 1935 
as compared with the corresponding 
period in 1934. My considered judg- 
ment is that the Congress might better 
encourage and aid these institutions to 
greater activity than desert a sound 
banking principle in regard to mort- 
gage lending in order to employ tem- 
porarily idle banking capital. 

Commercial banking institutions have 
large sums today at interest costs rang- 
ing from nothing to 2%. These funds are 
piled up for three reasons: (1) because 
the public feels their funds to be safe, as 
a result of the confidence established 
through the Federal Deposit Insurance 
Corporation; (2) because the public 
believes that their funds are available 
on demand or when they want them; 


4 Reference is to (1) Federal Home Loan Bank Act, 
(2) the Section in the Home Owners’ Loan Act of 1933 
providing for federal savings and loan associations, 
(3) completion and perfection of numerous state stat- 
utes governing thrift and home-financing institutions, 
and (4) Title IV of the National Housing Act creating 
the Federal Savings and Loan Insurance Corporation. 
Admittedly little has been attempted with regard to 
large-unit, commercial, income, or special-purpose 


and (3) because of the small present 
demand for ordinary commercial or 
business credits. 

The desire of commercial banks for 
earnings on these funds at present un- 
used is well known and may be a pri- 
mary consideration prompting this pro- 
posal for liberalization of bank lending 
policies. In the opinion of the writer, 
however, the fact that the public would 
prefer under present conditions to have 
its funds on a creditor basis, where 
safety and availability on demand are 
practically guaranteed by insurance, is 
no reason for encouraging banking in- 
stitutions to undertake unsound lend- 
ing operations. The situation raises the 
fundamental question of types of capital, 
particularly long- and short-term funds. 
It suggests clearly distinguishing these 
two kinds of capital and rewarding them 
in accordance with their productivity 
and the character of their investment 
rather than continuing the interming- 
ling of the two types of funds. 

Again, the rates which depositors 
have accepted for commercial bank sav- 
ings convincingly suggest that they 
expect to get their money either upon 
demand or upon too short notice to 
justify its investment in long-term real 
estate mortgages. Those funds in com- 
mercial banks which are obviously de- 
mand funds in the minds of the public 
must be so husbanded and employed 
that the bank can meet any demand 
when less favorable circumstances de- 
velop. If such deposits bought at de- 
mand prices are invested in real estate 
mortgages in large amounts, the result 
is not only a perilous and deceptive 
banking structure,> but a situation in 


mortgages aside from the recent activities of the 
Reconstruction Finance Corporation and the Federal 
Housing Administration. 

5 A pertinent query on this point is raised in the 
Guaranty Survey (published by the Guaranty Trust 


Company of New York) for May 27, 21935 page I: 
(Footnote 5 continued on page 2 
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which the savings or long-term invest- 
ment institutions are unfairly placed at 
a disadvantage in carrying out their 
normal functions. 


Proposed Changes Considered 


Under the proposed Banking Act of 
1935 it is possible that a substantial 
portion of the twenty billions of dollars 
of real estate mortgages now held by 
savings, building and loan associations, 
insurance companies, and savings banks 
might be transferred to the commercial 
banking structure. It is questionable 
whether the savings, building and loan 
associations, savings banks, or insur- 
ance companies can function or expand 
in face of competition for prime mort- 
gage investments from commercial bank- 
ing institutions whose cost of capital, 
because of its demand or short-term 
nature, is today 2% or less. 

Still another factor which demands 
that caution be exercised in extending 


the use of bank deposits for long-term 
financing is the insurance of bank de- 


posits. Through the Federal Deposit 
Insurance Corporation the Government 
of the United States has assumed a 
moral obligation to the bank depositors 
of this country. The Congress and the 
Government must either make certain 
that safe and sound management pol- 
icies are followed in the insured banks, 
or face the alternative of paying off the 
depositors in cash. It is frightening to 
speculate on the amount of money and 
the burden on public credit which would 
be caused by a future real estate de- 
flation of only one-half the intensity of 
the recent one, if the banking structure 
(Footnote 5 continued from page 220) 
“It is interesting to imagine the value that would have 
been assigned, during the recent years of depression, 
to a currency issued by a Federal mortgage bank against 
the rediscount of so-called ‘guaranteed’ real estate 
mortgages. The proposed bill would permit precisely 


such action in the event that similar circumstances 
should arise during another depression.” 
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should acquire the bulk of the long- 
term mortgages.’ In the next credit or 
real estate deflation period, we would 
find our banking system substantially 
weakened by long-term, non-liquid real 
estate investments, and we would ulti- 
mately have to rebuild a sound and 
separate mortgage credit system, either 
through encouraging private or coopera- 
tive enterprise, or through direct govern- 
ment intervention. 

No real solution is afforded by merely 
transferring long-term frozen assets from 
a primary lending institution to an- 
other institution, even though it be a 
reserve institution, especially in times 
of nation-wide credit stringency. Real 
estate loans by their very nature do 
not have, and will not have, an or- 
ganized market or market liquidity. 

At the time of the consideration of 
the National Housing Act I ventured 
the opinion that neither legislation nor 
insurance arrangements could make 
long-term mortgages so attractive or so 
liquid that they could find a cash mar- 
ket at practically face value in times of 
money stringency. I still think this ob- 
servation is sound, and yet to be dis- 
proved. I believe we can so reconstruct 
our financial arrangements that the 
government, either directly or through 
the Federal Reserve System, need not 
assume this responsibility. 

The proposed banking act, of course, 
aims at remedying this non-liquidity of 
mortgage credit by making it eligible 
for loans from Federal Reserve banks. 
But a question arises whether it does 
actually accomplish this purpose. It is 


6 “Tt is, however, difficult for us to reconcile the in- 
surance of deposits with the feature of the bill that per- 
mits national banks to make long-term real estate 
loans up to 60 per cent. of the amount of their time 
deposits or 100 per cent. of their capital funds, which- 
ever is larger, in the face of the fact that excessive real 
estate loans have been one of the primary causes of bank 
failures.” (Zdid., p. 1.) 
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not adequate merely to provide loan 
facilities on such long-term assets in 
order to meet withdrawal demands of 
depositors. Giving rediscount privileges 
to paper which is not fundamentally 
liquid by wide eligibility provisions at 
Reserve banks does not change the in- 
herently non-liquid nature of real estate 
paper. This method merely passes this 
non-liquid mortgage paper on to the 
Reserve banks themselves. The result- 
ing freezing of the assets of the Federal 
Reserve banks would prevent them from 
fulfilling their original function as the 
final sources of liquidity for the banking 
structure. 

Furthermore, the proposed liquidity 
which is in violation of the principles 
defended here and observed by the suc- 
cessful central banks of other countries 
is not a definite promise to the banker 
but is subject to the discretion of the 
Federal Reserve Board. The proposed 
act reads: “. . . upon the endorsement 
of any member bank . . . any Federal 
Reserve bank may discount any com- 
mercial, agricultural, or industrial paper 
and may make advances to any such 
member bank on its promissory notes 
secured by any sound assets of such 
member bank.” (Italics mine.) Then 
in addition to this general discretionary 
nature of the loan or rediscount privi- 
lege, the Federal Reserve Board may 
change the conditions of such redis- 
counting or loan at will. The provision 
just quoted also contains the phrase: 
“and subject to such regulations as to 
maturities and other matters as the 
Federal Reserve Board may prescribe.” 
(Italics mine.) Therefore, it is not im- 
possible under different conditions or 
with changing personnel in the Board 
that member banks may find themselves 
with assets on which they had hoped for 
accommodation but on which none was 
forthcoming, particularly if a wide- 
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spread need should develop. In times of 
emergency other demands on the Fed- 
eral Reserve System might give com- 
pelling reasons for the Federal Reserve 
Board to restrict such advances. 


Present Facilities Are Adequate 


One argument for further expansion of 
real estate lending by commercial banks 
is based on the surplus funds now 
held by such banks which should be per- 
mitted to find profitable investment. 
Granted the fact of such surpluses and 
granted the desirability of finding a 
profitable outlet for them, authoriza- 
tion for investing them in real estate 
paper is not necessarily the solution. 
Other questions in this connection con- 
cern the possibility of shrinking com- 
mercial bank assets if they are too large; 
the use to which commercial bank funds 
have been put in the past; and the 
volume and availability of other sources 
of credit for real estate lending, together 
with the effect of the proposed changes 
in the banking structure on these other 
agencies. 

Consider first the present volume of 
funds in commercial banks and their 
possible use. A question immediately 
arises as to whether a considerable por- 
tion of these funds may not be taken up 
by increased business activity which 
will call for increased use of business 
credit. It is a recognized phenomenon 
of the business cycle that, following the 
crisis-depression stage, idle funds ac- 
cumulate until low interest or complete 
lack of earnings tempt them into the 
field of long-term or capital investment. 
Historically, a large portion of these 
funds have been needed in the ordinary 
financing of business when recovery 
really commences. It would seem to be 
short-sighted public policy to press 
bank funds into real estate credits under 
such conditions. 
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Then there is the matter of the pos- 
sible expansion of intermediate credit 
for business, which has already been 
mentioned. If authorization for such 
lending were given to commercial banks, 
it might conceivably absorb a consider- 
able amount of present idle funds. 

In any event, it appears that the 
United States is overbanked, both in 
number of banks and in dollars of de- 
posits. Such a situation is suggested by 
a comparison of American conditions 
with those in other countries.’ But 
this fact does not constitute a valid 
argument for further expansion of the 
banking structure. Overexpansion in 
the past has led to pyramiding of credit, 
credit booms, and subsequent crashes. 
A sounder policy would seem to be to 
shrink bank assets to some extent, if 
they are too large, rather than to en- 
courage further expansion. 

Furthermore, examination of past 
practices of commercial banks shows 
that they have never made any sub- 
stantial volume of construction loans 
other than short-term advances to con- 
struction companies and reliable build- 
ers. Accordingly, it is not reasonable 
to expect that, given broader real estate 
lending powers, banks will reverse their 
past policies and stimulate a substantial 
volume of building by going into the 
construction lending field for the first 
time. What seems more probable is 
that with their low-cost demand or 
semi-demand funds they may take over 

7 Calculations based on data in the Federal Reserve 
Bulletin and Reports of the Comptroller of the Cur- 
rency show per-capita assets in commercial banks as of 
June 30, 1933 approximately as follows (expressed in 
U. S. dollars at the average rate of exchange, June, 
1933): United States, $365.04; Great Britain, $225.94; 
France, $58.49; Germany, $49.88; and Canada, $261.95. 

8 An approximation of the amount of funds available 
for real estate loans may be made by an analysis of the 
time deposits of commercial banks. According to the 
Federal Reserve Bulletin of March, 1935, p. 188, the time 


deposits of licensed member banks as of December 31, 
1934, aggregated nearly 10 billion dollars. This would 


223 


seasoned mortgages now held by mort- 
gage lending institutions. The net 
result might be no increase: either in 
construction or employment. 

Building activity has not been de- 
terred for lack of reasonable, safe credit. 
The price of present properties in rela- 
tion to costs of construction, vacancies, 
unemployment, and general unwilling- 
ness to incur debts on the part of prudent 
citizens and conservative businesses ex- 
plain the lack of volume of construc- 
tion at the present time. Of course, 
there are speculative builders and others 
who would build office building upon 
office building, hotel upon hotel, and 
apartment upon apartment if the now 
regretted 100% mortgage credit of 1927- 
29 were available. Certainly, this is not 
the type of credit which banks or any 
other type of financial institution should 
be encouraged to extend even in the 
interests of more construction. 

Still another of the pressing argu- 
ments for liberalizing the power of com- 
mercial banks to make real estate loans 
falls when one looks at present regula- 
tions and finds that, if they would, 
without any change in existing law, 
these banks could make approximately 
three billion dollars more of such loans 
than they have at present.’ These loans 
are not limited to five years but include 
any long-term loans insured under Title 
II of the National Housing Act. This 
indicates that prudent bank manage- 


permit total real estate loans of nearly five billion dol- 
lars, whereas the present loans of this type are about 
two billion two hundred million dollars, making for a 
possible expansion of nearly three billion dollars more in 
loans on improved properties, under the present Fed- 


eral Reserve Act. Or an even larger sum might be 
available for real estate loans, since they may be made 
up to 25% of capital and surplus, if these items total 
more than time (and savings) deposits. 

It might be noted further that, although since the 
middle of 1933 the trend of time deposits has been up- 
ward, the loans secured by real estate (see p. 153, 
March, 1935, Federal Reserve Bulletin) have steadily 
declined. 
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ments are not making any volume of 
real estate loans, and present authoriza- 
tions are ample for them to more than 
double their volume if they consider it 
sound banking policy. 

Widening the powers of commercial 
banks to make real estate loans would 
not alter the necessity for the Home 
Owners’ Loan Corporation and the 
Farm Credit Administration. While 
necessary and useful at one time, the 
present principal pressure for Govern- 
ment loans in the farm and home field 
is a result of the unusually favorable 
terms offered by Government agencies 
rather than a clear-cut shortage of 
mortgage credit for sound risks. Cer- 
tainly, neither banks nor any other 
lending institutions should be expected 
to substitute for the mortgage relief 
activities of the HOLC and the FCA 
where unusual risks were taken for 
reasons of broad public policy. 

Finally, the savings institutions of the 
country are able to meet current, sound 
mortgage demands. Today two-thirds 
of the building and loan associations in 
the United States are actively making 
mortgage loans. Cash on hand, im- 
proved mortgage collections, increased 
savings, and the resources of state and 
federal reserve arrangements put them 
in a position to lend a billion dollars in 
the coming 12 months. These institu- 
tions loaned over half a billion dollars 
in 1934. In addition to the associations, 
insurance companies have re-entered 
the mortgage market and savings bank 
Participation is increasing in the sec- 
tions of the country which they serve. 
The problem of these institutions is to 
obtain sound mortgage risks. The 
difficulty of obtaining good loans is 
attested by active advertising for loans 
except in a few areas, lowering interest 
rates, and smaller instalment payments 
which are direct evidences of a develop- 
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ing competitive drive for prime mort- 
gage business. Another six months will 
see a doubling of this activity. 

Also to be considered is the effect of 
the proposed changes in the banking 
structure on these thrift and savings 
institutions. It would seem unwise to 
embark upon any program which would 
discourage the sound and effective func- 
tioning of these organizations. Much 
public and private good may be derived 
from providing savings institutions in 
which the middle classes, and the per- 
sons in the humbler walks of life may be 
encouraged and rewarded in the form of 
4% rates on their systematic or accumu- 
lated savings. Such institutions have 
rendered great public service in the past 
and have supplied a major portion of 
the real estate credit for homes and 
residential properties; their work should 
be strongly supported and encouraged. 
The proposed legislation will have an 
adverse effect on the long-term develop- 
ment of savings institutions and con- 
flict with the Federal Home Loan Bank 
Board program sponsored by the Gov- 
ernment. From the point of view of 
government, the jurisdiction and leader- 
ship of the Federal Reserve Board 
should not be expanded into the field of 
mortgage credits, which is the impor- 
tant and prime responsibility of the 
Federal Home Loan Bank Board. 


Summary 


The whole trend in mortgage practice 
is toward long-term obligations ranging 
from 12 to 20 years. This is sound, as it 
provides for repayment of the entire 
indebtedness in an orderly way and 
within the income or capacity of the 
average citizen. These mortgages and 
all other mortgages, regardless of their 
legal terms or conditions, are essentially 
long-term frozen paper which can only 
be liquidated slowly and over an ex- 
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tended period of time. It does not seem 
that discount arrangements or other 
devices can be developed which will 
safely permit the investment of any- 
thing but long-term funds in such se- 
curities. The distinction between long- 
and short-term credits is essentially 
practical and real. Alteration of the 
Federal Reserve System in order better 
to handle stress or emergency situations 
should not lead us to broad alterations 
which would encourage unwise banking. 

It should be recalled that when the 
FDIC insures deposits it is not only 
insuring ultimate solvency but is also 
guaranteeing to a numerous group of 
creditors that it will pay them on ex- 
tremely short notice in case of a bank 
closing because of inability to meet de- 
mand deposits or general withdrawals 
as the result of a frozen condition. 

Past experience indicates that pub- 
licly known borrowing under such cir- 
cumstances does not solve the situation 


in stress periods. The real solution is a 
contract or arrangement with those 
supplying the capital that they cannot 
withdraw all their funds except through 
orderly liquidation of the long-term se- 
curities in which they are invested. 
This is the essence of the savings, 
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building and loan association and co- 
operative bank plan of operation. If 
there is a lesson to be learned by Eng- 
lish experience, which is so often re- 
ferred to by public leaders today, it is 
one of no mortgages in the commercial 
banking structure and broad encourage- 
ment of the so-called building society 
movement. The active construction 
and favorable interest rates on mort- 
gages which prevail in England at the 
present time are attributable to a strong 
and virile development of savings, build- 
ing and loan associations. It would 
seem wise to follow or pattern after that 
experience rather than encourage or 
risk a repetition of our own recent ex- 
perience in the banking and mortgage 
credit field. 

The whole subject needs a great deal 
of further study. This article is ad- 
vanced in no sense as the final word on 
this matter but rather as a general 
statement, at a time when the question 
is under public discussion and involved 
in federal legislation and when there 
seems to be a paucity of literature con- 
cerning the relation of our recent bank 
difficulties to banking policies in general 
and to real estate mortgage credit in par- 
ticular. 





Is the Power Holding Company Necessary? 


By WALTER M. W. SPLAWN* 


CONOMICS is the study of the 
kK approved ways of getting a liv- 
ing, and the social consequences 
thereof. The ways of getting a living 
may be classified as productive, non- 


productive, and neutral. The non- 
productive act.vities, such as swindling 
and the exercise of monopoly power, are 
general'y disapproved by organized so- 
ciety. The neutral means of obtaining a 
livelihood, such as marrying wealth or 
inheriting wealth, have either the ex- 
pressed or tacit approval of society as 
formally organized through government. 
In contrast with ihe frown of govern- 
ment upon non-productive activities 
and the tolerance cf those which are 
neutral are the approval and encourage- 
ment of such productive endeavors as 
farming, mining, manufacturing, trans- 
portation, and banking. 

Into which category do the activities 
of the power holding company fall? 
As it developed and as it is t sed, is the 
holding company non-productive of 
wealth, or is it an instrumentality of aid 
in creating wealth? 

Those who defend the power holding 
company assume that it is necessary to 
the economical generation and dis- 
tribution of electrical energy. They 
then treat the non-productive activities 
of holding companies as though they 
were exceptional and speak of them as 
mere abuses. One of the purposes of 
government is to eradicate abuses. The 
advocates of the holding company loudly 
proclaim their support of government 
devoted to the correction of abuses. 

Isthe assumption well founded that the 
holding company is necessary to the 
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power industry? Are the activities of 
the power holding company which are 
spoken of by holding company execu- 
tives as abuses really exceptional? Are 
the activities which have brought the 
power holding company into disfavor to 
be classified as abuses or as uses—that 
is to say, are the objectionable activities 
of power holding companies exceptional 
or universal? If the ordinary uses to 
which the holding company is put are 
non-productive, it is incorrect to speak 
of those uses as abuses, as though they 
were exceptional. If the uses of the 
holding company are non-productive, 
there is no economic justification for its 
existence. If the general uses of the 
holding company are productive of 
wealth and if such uses are necessary 
to the economical supply of electrical 
energy, regulation might protect the 
public against the exceptional activities 
which may be labeled as abuses. The 
first inquiry must be, what are the uses 
to which the power holding company 
is put? 
Uses of the Holding Company 

I have found two common uses of the 
holding company. In my opinion, these 
two uses account for the power holding 
company as it is today. These are: (1) 
the acquisition of control of operating 
power companies; (2) through such 
control to divert revenues from the 
operating companies to those in charge 
of the holding companies. 

The holding company is a corporation 
which acquires stocks and bonds of 
other corporations with the intention 
of controlling some operations of phys. 
ical property. During the past 40 years 
there has been increasing laxity in 
granting powers to corporations. A 
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corporation is a creature of a state. 
It is an artificial person. It is supposed 
to be a convenience to serve natural 
persons. After corporations were given 
power to own stocks and bonds of other 
companies, legislatures went to amazing 
and dangerous lengths in authorizing 
charters which rendered the manage- 
ment of a corporation practically ir- 
responsible and which had the effect of 
placing the security owners at the mercy 
of the management. Management has 
been given the opportunity and power 
to act arbitrarily. As a result of com- 
petition in laxity, it became possible to 
use a corporation as a holding com- 
pany for acquiring control of large 
aggregations of wealth with only a 
nominal outlay and without assuming 
the risks which, under our system of 
private property, justify profits. 

A holding company could acquire an 
operating power company by exchang- 
ing its own securities, or the securities of 
its subsidiary for the voting stock of 
the local company. This voting stock 
in the hands of the local or operating 
company might have any particular 
value. A holding company could or- 
ganize a subsidiary or an intermediate 
holding company and have it offer its 
stock for the voting stock of the local 
going concern. It could offer share for 
share, or, ten shares for one, or, what- 
ever might be necessary to tempt the 
stockholders of the going concern to give 
up their shares for the stock of an inter- 
mediate holding company. In this way 
the holding company could acquire con- 
trol of the operating company without 
any outlay of cash. If the owners of the 
local company could not be induced to 
exchange their stock for the shares of a 
corporation, the holding company could 
then offer them cash. It could obtain 
the cash from the public. A typical 
example would be for a holding com- 


pany to arrange for a purchase price at a 
figure acceptable to the owners of a 
local company. The holding company 
would then organize a subsidiary or 
intermediate holding company and offer 
its preferred stock, or, perhaps its de- 
bentures, or short-time notes, to the 
investing public. The properties be- 
hind the securities offered to the public 
would be the voting shares of the oper- 
ating companies. If the owners of the 
shares had insisted upon more than their 
worth in cash, the holding company 
would have its engineers re-appraise 
the assets of the operating company in 
order to bring their book value up to 
the desired figure. In this way the in- 
vesting public would be led to believe 
that the preferred stock and bonds of a 
subsidiary holding company were sup- 
ported by the control of operating 
properties with physical assets in excess 
of the capitalization of the intermediate 
holding company. 

Through the device of pyramiding, 
those in control of the company at the 
apex of the pyramid, without any 
financial risk to themselves, become 
absolute masters of all operating com- 
panies. These operating companies 
could be acquired through such proc- 
esses as have just been described. 
Pyramiding has been greatly facilitated 
by the authority so easily attainable in 
some states to issue some classes of 
stock which would have no right to 
vote. The practice of disfranchising the 
stockholder through the provisions of 
corporation charters, or of rendering 
their votes ineffectual through widely 
scattering voting stock and preserving to 
friendly interests just enough shares 
to assure control has made it easy for 
holding companies to gather in operat- 
ing properties. 

After the holding companies have 
acquired power operating companies as 
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just described, they then exercise their 
second function to make money for the 
insiders out of the properties controlled. 
This is sometimes done by reselling the 
operating properties to the investing 
public through other holding com- 
panies. Another universal means of 
exploiting operating companies is 
through the so-called service contracts 
which are imposed upon operating com- 
panies by reason of their being under 
control of a holding company which 
also controls the service company. 


Present Types of Holding Companies 


Before taking up the defenses of 
the power holding company, there 
should be an account of the types of such 
holding companies as now exist. The 
holding-company groups show a great 
variety with reference to the locations 
of companies into which they have 
bought. Some groups are confined to a 
single city, and others to a single state. 
Some have holdings in a majority of the 
states of the United States. Some 
groups have subsidiaries in foreign 
countries. 

There is almost every variety in the 
intensity of occupation of a given area 
by a group. The activities of some 
groups are highly concentrated in their 
principal regions and in other cases 
interests are spread thinly over vast 
areas. Certain groups may operate in- 
tensively in one area but not in another. 
Apparently there is no large region in 
which a given group serves all the 
population with all three principal serv- 
ices—electricity, gas, and water. Va- 
rious groups are intertwined in the 
areas, apportioning the political divi- 
sions among themselves. Four types of 
holding-company groups may be dis- 
tinguished. The first group comprises 
those whose properties are concentrated 
in a single city or metropolitan center 
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and which have exclusive rights in that 
area. Often the operations are defined 
by franchises granted many years ago 
by municipal jurisdictions, the political 
boundary lines of which are now ob- 
scured by population growth and spread. 
In the Boston Metropolitan Area, for 
example, seven distinct organizations 
are engaged in the retail distribution of 
electricity. In addition, five munici- 
palities have public ownership and 
operation of the service. Of 32 important 
utility aggregations dominated by hold- 
ing companies, eight are confined to 
large cities. These eight companies are 
limited to metropolitan areas and the 
immediately contiguous suburbs. 

A second distinct type of geographical 
extension is represented by those sys- 
tems the properties of which are situated 
in larger but definitely limited areas. 
They do not extend their operations 
beyond their particular areas, they 
occupy them almost exclusively, and 
the operations are capable of intercon- 
nection. 

A third class occupies some important 
area or areas intensively and almost 
exclusively, but they extend into other 
areas in which they have very thin 
veneers of operations. Often their 
geographical situations suggest the am- 
bitions of the management to expand, 
or a rivalry between two groups. 

A fourth class is characterized by a 
wide scattering of properties. This case 
may be subdivided into two subordinate 
classes. One serves a number of iso- 
lated areas in a manner which suggests 
no comprehensive plan of consolidation. 
But some of the areas are themselves of 
considerable extent, both from an ab- 
solute standpoint and in comparison 
with those of neighboring interests, and 
in a number of cases are occupied al- 
most exclusively. The second sub- 
ordinate class of the fourth division 
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represents an extreme scatteration. In 
few places are the operating properties 
close enough together for physical con- 
tact and as a rule they are surrounded 
by properties of other groups. 

It is seen that the geographical dis- 
tribution of the operating properties 
controlled by a power holding com- 
pany is fortuitous and opportunistic, 
and subject to no logical determination. 
A holding company limited to the op- 
erating companies of one metropolitan 
area may control as much wealth as 
another with interests in 20 states. 


Alleged Advantages of Holding Companies 


Let us turn now to the defenses of 
the power holding company. The argu- 
ments usually made in justifying the 
power holding company may be summed 
up as follows: (1) holding companies 
are useful to tide over a_ period 
of time between the acquisitions of 
control of operating properties by 
another company and complete con- 
solidation; (2) holding companies are 
useful to combine properties in different 
states when state laws require separate 
incorporation; (3) it is argued that 
holding companies accomplish a diver- 
sification of risk for holders of their 
securities since the assets of the holding 
companies contain stock in many differ- 
ent operating companies, perhaps widely 
scattered; (4) holding companies per- 
form various services for the operating 
companies in their systems which result 
in improved service and lower costs. 
Some of the services specifically enum- 
erated are as follows: (a) furnishing 
centralized management; (b) financial 
services enabling operating companies 
to obtain capital on more favorable 
terms; (c) expert tax service; (d) ac- 
counting advice and service; (e) statis- 
tical analyses; (f) expert and large- 
scale purchasing; (g) advertising service 
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and aid in further development of busi- 
ness; (h) insurance service; (i) expert 
engineering service; (j) service of rate 
experts; and (k) expert personnel advice. 

Where the properties held by the 
holding company are contiguous and 
capable of physical interconnection and 
where such properties happen to be 
divided by state lines, no good reason 
appears for not using a holding com- 
pany as a convenient device for binding 
into one corporate activity a physical 
operation which happens to straddle a 
state line and which can better serve a 
locality when operated as a unit. The 
vice of this defense is a Jack of clarity. 
There is no objection, which could not 
be overcome, to using the holding com- 
pany to combine local companies sepa- 
rated by statelines, inorder that physical 
properties of such local companies may 
be physically interconnected and be 
operated as a unit in the limited area 
in which it is economical to distribute 
electricity from a common generating 
plant and where the existence of a state 
line makes it necessary to have two or 
more operating corporations to perform 
what is in effect a single unified opera- 
tion. The first tworeasonsdo not account 
for the power holding company as it 
exists. Neither of these uses is produc- 
tive; the most that can be said is that 
they are neutral. They are not ob- 
jectional uses of a corporation though 
they do not result in the creation of 
any wealth, and they are not necessary 
to the production of any utility. Through 
compacts between states or through the 
amendment of corporation laws, the 
same ends could be accomplished by 
local operating companies, although not 
so conveniently. 

A third defense which is strongly 
urged is that a holding company con- 
tributes to the diversification of risk. 
This is an appealing lure to the investor. 
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An analysis of the holdings of any one 
of the leading power holding companies 
discloses a failure to achieve the geo- 
graphical diversification of risk claimed 
as a protection to the investor. Several 
groups have holdings in different parts 
of the country. These holdings as a 
rule are not balanced against one 
another either in the amount of in- 
vestment, or in revenues. A group will 
contain a very large unit serving a 
large population in one state and will be 
accompanied by some insignificant hold- 
ing in another state. Moreover, the 
holding company itself is the least 
stable type of corporation to which the 
investors can turn. This is because the 
holding company specializes in pur- 
chasing the securities of other com- 
panies which carry the voting control. 
Under our corporation laws as a rule 
the votes are held by the stocks repre- 
senting the thinnest equities. Instead of 
making the claim that the holding 
company achieves diversification of risk 
which is of benefit to investors, it should 
be admitted that, so far as risk-bearing 
is concerned, the holding company is a 
device by which risk is readily shifted to 
the groups of investors who believe 
they have contracted themselves out of 
a part of the risk. 


Those who buy the bonds of operating 
companies are lulled into a feeling of 
security in the belief that a lien on the 
physical properties of an operating 
company is a protection to the bond- 
holders. The holding company can 
impose improvident contracts upon the 
operating company which will exhaust 
the income of .the operating company 
and leave nothing for interest on the 
bonds. In case of a receivership of an 
operating company, the holding com- 
pany can usually maneuver one of its 
employees into a position where it will 
appear to be necessarv and fair to ap- 
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point him as a receiver. On account of 
financial difficulties in which the operat- 
ing company finds itself by reason of 
holding-company design, indifference, 
or poor management, the bondholders 
may be required to make sacrifices. 
Again, those who buy the preferred 
stock of holding companies are led to 
believe that they will get the first call 
on the income of their company. Yet 
the holding company management is 
free to issue, and in many instances 
such managements have issued, de- 
bentures, or short-time notes, without 
regard to. preferred stockholders. 
Through the device of getting control 
and through pyramiding, those in con- 
trol are not required to make any sub- 
stantial investments. Profits are a 
reward for risk-taking. Under the hold- 
ing-company set-up profits are taken 
without incurring risk, and risks are 
borne by the overconfiding public. 
The fourth line of argument offered 
in support of the holding company is 
that holding companies can supply 
services such as mentioned above to 
the operating companies of better qual- 
ity and at lower cost than the local 
companies themselves could otherwise 
obtain. The holding companies, through 
service arrangements, do supply every 
manner of managerial and supervisory 
service. In the propaganda disseminated 
by holding companies various claims 
with reference to these service organiza- 
tions are made: that they are more 
expert; that the local plants could not 
otherwise get them; that the service 
rendered by local plants to users of 
electricity has been greatly improved 
in quality and dependability; it has cost 
less to finance renewals of loans and 
extensions of local plants; and rates to 
consumers are lower because these econ- 
omies of centralized management are 
passed on in the form of reduced rates. 
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These and similar assertions are made 
over and over again without furnishing 
evidence. When proof is offered, it is 
usually in the form of a single instance 
or of some isolated operation. 

It appears that absolute and central- 
ized management costs the consumers 
more than decentralized and local man- 
agement. The Federal Power Com- 
mission has found that the rates charged 
by companies within a holding company 
system are higher than rates in similar 
companies similarly situated, but under 
decentralized and independent manage- 
ment. The evidence is that the holding 
companies charge as much or even more 
for the services they supply than it 
would cost the operating companies to 
obtain them under competitive condi- 
tions. The improvements in the arts 


which have resulted in increased effi- 
ciency and lower cost of operation are 
not traceable to holding companies. 


Are Uses of the Holding Company 
Unproductive? 


The power business is conducted under 
monopolistic conditions. The operating 
companies have franchises from the 
municipalities they serve which confer 
the privileges. Municipalities and states 
undertake to regulate the issuance of 
securities, to supervise the quality of 
service, and to fix rates to consumers. 
State and local governments were fairly 
successful in these matters until the 
local companies passed to the control of 
holding companies. Holding-company 
control has to a large degree rendered 
state and local governments impotent 
to regulate their creatures—the operat- 
ing electric companies. 

While a few important holding com- 
panies have charters which may be 
traced back a good many years, and per- 
haps may be traced to the laxity of 
some legislature notorious for its banal- 
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ity, most of them have obtained charters 
since 1920. The electric business was 
largely developed before these holding 
companies came into being. The period 
of greater risk and greatest difficulty in 
financing had passed. The mushroom 
growth of the power holding company 
has coincided with the era of speculation 
and stock-market jobbing from 1923- 
1929. The holding company has not 
created the electric industry. It has in- 
vaded and mastered that industry. 


By and large the power holding com- 
pany cannot be said to be productive. 
The best that can be claimed for it is 
that it is neutral so far as obtaining con- 
trol of wealth is concerned. It is a cor- 
porate speculator, clever in acquiring 
control of properties brought into being 
through the creative genius and eco- 
nomic endeavors of others. One has but 
to become familiar with the way the 
holding company acquires properties 
and exploits them to become convinced 
that they are non-productive and de- 
structive of wealth. They have brought 
disappointment if not ruin to millions 
of small investors. They have been suc- 
cessfully empioyed in keeping rates up 
far beyond the time for their reduction. 
When honestly and ably managed, they 
have not demonstrated that absentee 
and centralized control and operation of 
local companies are less expensive than 
independent and decentralized control 
and operation. Even when honestly 
and ably managed, they have brought 
heart-breaking disappointment to their 
stockholders and have retarded a reduc- 
tion of rates to the consumers. The 
stocks of the best managed holding 
companies have been a drug on the mar- 
ket, along with the stocks of those no- 
torious for bad management. The 
irresponsibility and secrecy possible have 
let into these companies individuals who 
have caused embarrassment to every 
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honest management. The public has 
been confused and does not distinguish 
between the holding company which 
itself owns no physical property and the 
public utility corporation which gener- 
ates and distributes electric current. 
The holding company has resulted in an 
illogical attempt to organize on a na- 
tional scale a business which by its very 
character is local. This attempt has 
called into being intermediate holding 
companies and all sorts of subsidiary 
holding companies in bewildering rela- 
tions to each other, borrowing money 
from one another, and borrowing from 
and lending to the operating companies. 
The one outstanding result, as far as 
investors are concerned, of these con- 
fused intercorporate contrivances is that 
the supply of sound utility securities is 
being destroyed. Investors desiring 
utility securities are sold the stocks and 
bonds of holding corporations instead. 
Those corporations are several times 
removed from the physical properties. 

The general uses to which the power 
holding company is put are the very uses 
which the public has come to recognize 
under the name of abuse. They are not 
exceptional and non-essential departures 
from use which constitute abuse. They 
are the customary and the ordinary 
practices. The uses of the power hold- 
ing companies are in the main unpro- 
ductive and at best neutral so far as 
creating wealth is concerned. Regula- 
tion which would eliminate the so-called 
abuses, if effective, would destroy the 
companies for the reason that the so- 
called abuses are the customary uses to 
which the companies are put. 


Conclusion 


Is the power holding company pro- 
ductive? If what are claimed as ad- 
vantages of the holding company were, 
in actual practice, the general uses to 
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which the holding company is put, the 
answer would be that holding com- 
panies are neutral if not productive. If 
the so-called abuses instead of being ex- 
ceptional are really the uses of the hold- 
ing company, the answer would be that 
holding companies are unproductive. 

Some important economies in supply- 
ing electricity are effected through 
physical interconnections between a 
central generating plant and local facili- 
ties for distributing electricity in com- 
munities to which power can be eco- 
nomically transmitted from the central 
power plant. Such an integration may 
extend over a radius of 50 or even 100 
miles. One operating company could 
own all the property necessary to such 
an arrangement. This sort of an operat- 
ing company could exclusively occupy 
its territory. The regulation of such 
companies could be by local and state 
authorities. The securities of the 
operating companies would be _par- 
ticularly attractive to investors for the 
reason that they would represent inter- 
est in operating companies owning both 
the franchises, granted by governments 
in the territory served, and physical 
properties committed to the enterprise. 
The tendency would be for the stock of 
the company to be owned by its patrons. 
The ownership, control, and regulation 
of such an operating company would 
be largely exercised by the people in the 
territory occupied by the company. 
Operating companies of this type would 
be able to sell their bonds, when neces- 
sary to issue bonds, to yield a relatively 
low rate of interest. 

Where the existence of state boundary 
lines would make it difficult for one 
operating company to function within a 
given area, a single holding company 
uncontrolled by any other corporation 
would be a convenient device through 
which to meet this difficulty. 





IS THE POWER HOLDING COMPANY NECESSARY? 


At present there are a number of 
subsidiary or intermediate holding cor- 
porations each of which occupies ex- 
clusively, or almost so, a territory in 
which an integration of central generat- 
ing plant, transmission lines, and local 
facilities for supplying consumers has 
been achieved. If such subsidiary and 
intermediate companies through equit- 
able interchange of securities could be- 
come independent, many of them could 
readily become operating companies 
with all the advantages of independence, 
of monopoly within the territory served, 
and of regulation by the local govern- 
ment. The rivalries of top holding com- 
panies in the acquisition of properties 
have frequently resulted in a diversity 
of control and ownership within a terri- 
tory which could be exclusively occu- 
pied by one operating company. 
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If it could be shown that a power 
holding company is put to productive 
uses which outweigh its unproductive 
uses, the necessity for the holding com- 
pany would have to be established. The 
generation and supply of electrical 
energy are local. 

The organization on a national scale 
of enterprise local in its operation is not 
necessary. The user of a telephone 
station wants possible connection with 
every other station. Physical intercon- 
nection between telephones is neces- 
sarily nation-wide. The organization 
of that business on a national scale has 
appeared therefore logical. The phys- 
ical characteristics of electric power 
business require it to be operated as a 
local enterprise. There is no necessity of 
a common ownership of two or more 
local concerns. 





The Future of the Holding Company 


By WENDELL L. WILLKIE* 


ing company, there must be a 

definition of the term itself in 
order to preserve clarity of thought. 
In speaking of the holding company 
regardless of the business field in which 
it functions, I have in mind a corpora- 
tion having direct ownership of all or 
nearly all the common stock of an 
operating company or subsidiary and 
the exercise of the ordinary rights of 
ownership. This is the simple type of 
holding company but, since its ex- 
tinction is advocated by some of our 
legislators and other critics, comments 
on its economic and social usefulness or 
lack of them are in order. 


The Uses of Holding Companies 


} | \O discuss the future of the hold- 


The basic /ega/ reason for the existence 
of holding companies in the utility and 
other fields of American business is the 
lack of uniform state laws concerning 


corporations. The basic economic rea- 
son is the desire of men and women, 
acting collectively through the instru- 
ment of a corporation, to develop as 
well as to diversify their investment of 
capital, both as to geographical loca- 
tion and variation of industrial or com- 
mercial activities. The foregoing rea- 
sons account, therefore, for the fact 
that 80% of the corporations whose 
securities are listed on the New York 
Stock Exchange, for example, are hold- 
ing companies or combination holding 
and operating companies. 

The Federal Government also makes 
use of the holding company type or 
form in carrying on many of its activi- 
ties and has not hesitated to take ad- 


*President, The Commonwealth & Southern Cor- 
poration. 


vantage of the laws of Delaware where 
sO many non-governmental business 
ventures are incorporated—as, for in- 
stance, the Electric Home and Farm 
Authority controlled by TVA by inter- 
locking directorships. Such incorpora- 
tion of two different lines of business 
activities makes for segregation of ac- 
counts, limitation of legal liability and, 
in general, good organization. Numer- 
ous other examples of the separate in- 
corporation of Federal business activi- 
ties could be cited but the practice and 
the advantages of it are too common- 
place to warrant detailed discussion. 
Holding companies are largely re- 
sponsible for the raising of capital funds 
and, what is equally important, the 
creation of skilled managerial groups 
which have made the use of electric 
service commonplace in more than 
22,000,000 American homes. Even our 
critics admit that electrical develop- 
ment in this country would not occupy 
the advanced position it does today had 
it not been for group operation of elec- 
tric properties by holding companies. 
It also is admitted that, because of the 
newness of the business and the strong 
trade position occupied by competitive 
forms of light and fuel, investors by 
themselves would not have supplied all 
the capital required and that a large 
portion of it would have had to come 
from that portion of the public which 
was willing to assume the hazards of 
the business and speculate on its future. 
The social importance and value of 
these undramatic features have been 
lost sight of in the political clamor that 
has been raised recently against all 
holding companies but the principles 
still hold true and are needed for further 
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extensions of electric service, the future 
use of which is far from any discernible 
limit. 

It is likely, however, that further de- 
velopment can be accomplished best by 
further integration. A political approach 
to this objective has been made in the 
Wheeler-Rayburn Bill which proposed, 
among other things, that a_ holding 
company may own and direct only one 
integrated system. Comparatively few 
holding companies can meet this re- 
quirement because of the geographical 
diversification factor which investors 
have required and to comply now with 
the provisions of the act would result 
in the forced break-up of large systems 
with attendant losses to many innocent 
security owners. 

The non-political or business ap- 
proach to a regional or integrated 
electric system would be for the various 
holding companies to work out sales 
and exchanges of property units over a 
specified period of say not more than Io 
years, during which time, if property 
integration is to be a Federal power 
policy, Federal income, stamp, and 
other government taxes on the sale or 
exchange of property would not be 
applied. Negotiations carried on by ex- 
perienced utility managements would 
be far more successful than “shotgun 
alliances” engineered by a remotely 
located Federal Government bureau 
subject more or less to shifting political 
influences, regardless of sincerity of 
purpose of the administrators, because 
delegation of political power and au- 
thority upon men does not likewise 
confer business wisdom and executive 
skill. 

For the first time in several years low 
interest rates resulting from the im- 
mense accumulation of idle capital 
have brought about a remarkable price 
improvement in bonds of sound busi- 
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ness enterprises and enabled them to 
finance or refund their senior security 
obligations at lower interest ra‘2s. Va- 
rious operating utility companies, with 
the exception of those located in areas 
threatened by Federal power competi- 
tion, have taken advantage of the im- 
provement in market conditions and 
have recently sold mortgage bonds on a 
3% to 4% basis. It is obvious that, if 
the money market remains equally 
favorable for any length of time and 
mandatory dissolution of utility holding 
companies does not become law, vigor- 
ous steps can be taken by many utilities 
to work out recapitalization plans pro- 
viding for the simplification of corporate 
structures and development of inte- 
grated operating company systems on a 
more satisfactory basis to all concerned 
than to have a legislative “death sen- 
tence” hanging over the holding com- 
pany systems with the uncertainty that 
this would entail. 


The Present Attack on the Holding 
Company Device 


To speculate upon the future of hold- 
ing companies is to hazard a guess, 
therefore, as to whether economics or 
politics will win out against the bene- 
ficial use to the public of this corporate 
instrument in American business. Fun- 
damentally, the question is whether a 
person either natural or artificial may, 
in principle, own property and exercise 
the usual rights of ownership, in more 
than one of the 48 states or carried to a 
logical conclusion, should ownership of 
property be limited only to the citizen 
of the locality in which he maintains 
permanent residence? May a person 
own one farm or several farms in the 
state or even the county in which he 
lives and be barred by legislative fiat 
from ownership and direction of prop- 
erty that he might buy, inherit, or other- 
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wise receive because it is in another 
locality; in other words, is each state to 
be considered a separate foreign country 
in so far as ownership and use of prop- 
erty by its citizens are concerned, re- 
gardless of the economic and social use- 
fulness which otherwise would be ren- 
dered the public residing in the other 47 
states? 

For reasons unknown to me, critics 
of public utility holding companies have 
failed to point out, in their public at- 
tacks, these simple facts about corporate 
business life. Can it be that these critics 
have deliberately kept the public in the 
dark in order to foster their crusades 
against the millions of thrifty security 
owners who have such a tremendous 
financial stake in one of the nation’s 
largest and most progressive industries? 

Holding companies in all lines of 
industry are now being threatened with 
extinction. Unless the business of the 
48 states comprising the nation is to be 
confined to that of an intrastate char- 
acter or unless uniform corporation laws 
are passed by all the states, what new 
device or legislation will be invented in 
order that business on a national or 
even a regional scale may be done with- 
out injury to the public through higher 
prices or inferior quality goods and 
services for what now makes up the 
American standard of living. At no 
time have I heard or read any sound 
argument that either cost of living will 
be reduced or standards will be improved 
by the breaking up of companies doing 
a large volume of business. This im- 
portant omission is readily understand- 
able to me, however, because once the 
public becomes cognizant of how these 
reforms, if enacted, will affect its wel- 
fare, short shrift will be made of the 
reformers and their experiments. I, 
therefore, rely upon public opinion as 
the great motivating force which will 
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continue the existence of holding com- 
panies necessary under our present form 
of government and serving a useful 
purpose. 


Proposed Constructive Legislation 


Constructive regulation is not op- 
posed but on the contrary is welcomed 
by the utility industry. I and others so 
stated before the House and Senate 
Interstate and Foreign Commerce Com- 
mittees at hearings on the Wheeler- 
Rayburn Bill. 

I was asked to submit specific recom- 
mendations and did so. I proposed that 
any existing gaps, practical or legal, 
between the power of the states to 
regulate and the present Federal regu- 
latory laws should be filled by additional 
Federal regulation. The imposition of 
unnecessary and duplicating regulation 
and the needless destruction of property 
which would result from the passage of 
the bill, as introduced, cannot be justi- 
fied. 

In my memorandum I suggested that 
the following Federal legislation with 
respect to regulation of public utility 
holding companies should be adopted 
and would provide adequate and com- 
plete protection to both consumers and 
investors alike: 

“(1) Require that, after such time as is 
required for necessary corporate adjust- 
ments, all shares of stock shall have one vote. 

“(2) Prohibit the issue of securities, for 
which state commission approval is not re- 
quired, which the Securities and Exchange 
Commission finds to be detrimental to the 
investing or consuming public. 

“(3) Extend the Securities Exchange Act 
to all holding companies by requiring special 
registration where needed. 

“(4) Require that a majority of the direc- 
tors of holding and of operating companies 
and the principal officers of operating com- 
panies shall be actual residents of the 
territory served and that meetings of op- 
erating companies shall be held in their 
service territories. 
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“(5) Prohibit the officials of holding com- 
panies or of an operating subsidiary from 
owning more than 1% of the voting stock 
of any company furnishing services or ma- 
terials to such operating subsidiary. 

“(6) Require services to a substantially 
wholly-owned operating subsidiary to be 
rendered at cost; and to an operating sub- 
sidiary not so owned, at a reasonable profit. 

“(7) Prohibit upstream loans, except with 
the approval of the Commission or of a state 
commission. 

“(8) Prohibit the use of operating com- 
pany employees in the sale of holding com- 
panies’ securities. 

“(g) Authorize the Commission, at the re- 
quest of a state commission, to investigate 
the accounts and records of holding com- 
panies affecting service charges and other 
intercompany relationships. 

“(10) Authorize the Commission to pre- 
scribe uniform systems of accounts for hold- 
ing companies and subsidiaries, in the ab- 
sence of state regulation. 

“(11) | Prohibit acquisitions of voting 
stocks of utility companies by holding com- 
panies without the approval of the Com- 
mission or of a state commission; and pro- 
hibit acquisitions by others of more than 
5% of such stocks without similar approval. 

“(12) Exempt from taxation corporate 
reorganizations for the simplification of cor- 
porate structures, when approved by the 
Commission, if effected on or before De- 
cember 31, 1938. 

“(13) Provide for interstate power boards, 
composed principally of the state com- 
missioners concerned, to pass upon interstate 
wholesale power rates.” 


There is no inclination on the part of 
the public utility industry to oppose any 
legislation which is soundly conceived 
for a legitimate purpose. However, to 
the extent that any proposed legislation 
is unsound or unfair or will result in loss 
to the investing and consuming public 
and put undue burden upon the in- 
dustry, it is the right and duty of the 
industry to oppose it. If legislation of 
a different character can be provided 
which will fully and effectively prevent 
the recurrence of the alleged abuses but 
with a minimum of loss to the companies 
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and the public, there can be no valid 
reason for its rejection. 

The question is what should be the 
nature and character of Federal legisla- 
tion. An adequate answer to this ques- 
tion must be based upon a considera- 
tion, first, of the character of the in- 
dustry and its operation; second, of the 
objectives of regulation; and, third, of 
the existing processes, machinery, and 
results of regulation. An adequate 
answer cannot be based upon a mere 
recital of particular instances of abuses 
and alleged abuses which have occurred 
in the past. 

The function of the electric industry 
is to furnish an adequate and reliable 
supply of electricity at fair and reason- 
able rates without discrimination. The 
purpose of governmental regulation of 
public utilities is simply to see that these 
two public duties are performed. The 
problem of regulation is therefore the 
proper balancing of the two factors of 
management and regulation. Sound 
regulation consists of insuring the per- 
formance of the public duties by the 
utility companies at the lowest cost, 
both in direct cost of regulation and in 
sacrifice of initiative and capability in 
management. 

The public obligations of an electric 
utility are imposed by the common law 
and statutory law of the states and are 
owed to the residents of the states. 
Their performance is primarily a matter 
for state regulation. Under our American 
constitutional system there is no Federal 
common law on this subject. No Fed- 
eral statute on the subject should be 
enacted except in so far as it is shown to 
be needed to assist state regulation by 
filling specific gaps found to exist for 
either legal or practical reasons. 

Almost all states now have and all 
states can have public service com- 
missions with regulatory powers over 
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operating companies. In addition, the 
Securities Act and the Securities Ex- 
change Act give the Securities and Ex- 
change Commission power to require 
companies to supply investors all in- 
formation which that Commission be- 
lieves necessary for their protection. 

The purpose of any new Federal 
regulation should not be to impose 
duplicating regulation or censorship, but 
to supplement the powers of existing 
regulatory bodies at those points, and 
only at those points, where such powers 
are inadequate for either legal or prac- 
tical reasons. 

As regards the adequacy of existing 
regulations from the standpoint of the 
consuming public, the purpose of regula- 
tion is completely achieved if he secures 
adequate service at reasonable rates. 
The only hiatus in the present power of 
state commissions over rates is in re- 
spect of interstate sales between non- 
affiliated companies. In this connec- 
tion, provision may be made for “‘inter- 
state power boards” of representatives 
of the state commissions concerned and 
of the Federal Power Commission to fix 
such wholesale rates when necessary, 
thus making use of any valuations or 
other data already compiled by the state 
commissions. 

Criticism of holding companies on the 
ground of “absentee management” can 
be met in great part by requiring that a 
majority of the directors of both operat- 
ing and holding companies, together with 
the principal officers of operating com- 
panies, shall be residents of the territory 
served, and by requiring that directors’ 
meetings of operating companies be 
held in their own territories. 

In dealing with relationships with 
affiliated companies, if the state com- 
missions require more detailed informa- 
tion as to service contracts and charges 
of companies outside their states, the 


Securities and Exchange Commission 
may be empowered to obtain it for them. 
Provision can be made that, where sub- 
stantially all operating companies’ stock 
is held by a holding company, service 
rendered by the holding company shall 
be rendered at cost, and where there is a 
substantial minority interest a reason- 
able profit should be allowed. ‘“Up- 
stream loans” should be _ prohibited 
except with Commission approval, and 
a prohibition against the use of em- 
ployees of operating companies in the 
sale of holding company securities should 
be included. 

As regards the adequacy of existing 
regulation from the standpoint of the 
investing public, the investor is inter- 
ested in securing adequate and accurate 
information, in being protected against 
discrimination in favor of any control- 
ling group, and in seeing to it that his 
company is not stifled by excessive and 
unwise regulation. While the two Secur- 
ities Acts already apply to substantially 
all large utility holding companies, they 
may be extended to include all holding 
companies. While sufficient authority 
to prescribe uniform accounting and to 
eliminate write-ups seems already to 
exist, amendments specifically giving 
these powers might be desirable. 

If further regulation is desired con- 
cerning security issues, it can be accom- 
plished under the Securities Act by pro- 
hibiting issues of securities of public 
utility companies except with state or 
federal commission approval, but 
both should not be required. The Se- 
curities Exchange Act might be amended 
to prohibit future acquisition of voting 
stock of utilities by holding companies 
without approval of state or federal 
commission, and to provide that after 
a time sufficient to permit necessary 
corporate adjustments, all classes of 
stock of utility companies should have 
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full voting rights, which would also 
operate against pyramiding. 

As previously stated, proper corporate 
structures and the elimination of un- 
necessary companies are desired by the 
utilities themselves. | However, the 
natural process of simplification is se- 
riously retarded by the tax laws. If 
these were relaxed, in cases of reorganiza- 
tions approved by a federal commission, 
simplification would be expedited. A 
time limitation for such exemption 
would provide a real incentive to prompt 
action. 

Our state commissions are experienced 
and diligent in the protection of the 
consuming public in their states against 
excessive rates. The Securities and Ex- 


239 


change Commission has been but re- 
cently created and endowed with the 
necessary powers to remedy abuses, 
real or fancied, affecting the investing 
public. The effectiveness of both types 
of tribunals has increased through ex- 
perience. The wise course is to utilize 
this experience, giving to existing com- 
missions such additional powers as may 
be deemed appropriate for the purpose 
in mind. Complete protection both of 
the investing public and the consuming 
public can be obtained by strengthening 
existing Federal and state regulation, 
in the manner suggested, without the 
disruptive consequences which will re- 
sult from the destruction of the public 
utility holding company. 





Checking Erosion in the Upper 
Mississippi Valley 


By MELVILLE H. COHEE and R. H. DAVIS* 


the agricultural industry of our 

nation has been recognized by 
conservationists for many years but 
only within the last decade has this evil 
been considered a major land problem. 
An erosion reconnaissance of the entire 
United States, completed during the 
latter part of 1934 by the Soil Conserva- 
tion Service, discloses the true picture 
as to the extent of erosion. The survey 
reveals 51,465,000 acres of land essen- 
tially destroyed, by wind or water 
erosion, so far as further use for crop 
production is concerned. Most of this 
land had been cultivated and was once 
good soil. Its area is equivalent in size 
to the states of Indiana, West Virginia, 
Massachusetts, New Jersey, and Con- 
necticut combined. 

In addition to this devastated area, 
practically all the top soil has been 
stripped from an additional 105,594,000 
acres. The fertility of this Jand has been 
materially reduced and often rendered 
entirely unsuited for further tillage. 

Even though the virtual destruction of 
157,059,000 acres is a tragic loss to our 
agriculture, the picture would not be 
so startling if this were all there is to it. 
Besides the severely eroded land, 513,- 
074,000 acres have generally lost from 
% to 3% of the original top soil. This 
vast area, which is rapidly approaching 
destruction agriculturally, is nearly 27% 
of the total area of the United States, 
or 52% of all land in farms. 

The question often arises as to why 
this wholesale wastage of land has been 


é the erosion as an active menace to 
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allowed by our landowners and opera- 
tors. Why does the State of Wisconsin, 
for example, have 11,281,000 acres which 
have generally lost from % to 34 of the 
original top soil? Why have 3,675,000 
acres in Wisconsin been allowed to erode 
to practically a submarginal economic 
condition? The answer, broadly stated, 
is that unwise use of our land resources 
under a regime of unregulated private 
property has caused this state of affairs. 
Water running off or wind blowing 
over an unprotected soil gives rise to 
erosion. Run-off water (as distinguished 
from water which percolates into the 
ground) and ravaging winds in certain 
sections of the country are the two fore- 
most factors bringing about erosion. 


The average layman recognizes ero- 
sion only by gullies that mar the once 
smooth surface of our hillsides. To be 
sure, gully erosion is one of the major 
types of erosion, but that insidious 
form of erosion known as sheet erosion 
is of greater importance. Strictly 
speaking, sheet erosion leaves little or 
no visible evidence or marking of the 
surface. It is a general washing of the 
smooth surface of the top soil where the 
smallest veined pattern denoting the 
course of the run-off water is hardly dis- 
cernible. This type of erosion generally 
removes only the finer and lighter parts 
of the surface which are the most 
valuable portions of the soil. Sheet 
erosion goes on wherever water runs 
over the surface of the soil. As the run- 


The reader is referred to a previous article by Mr. 
Cohee, “Erosion and Land Utilization in the Driftless 
Area of Wisconsin,” 10 Journal of Land & Public 
Utility Economics 243 (August. 1934). 
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off water becomes concentrated in some 
part of the field or area, great cutting 
power results. First, small gullies 
appear. These may be likened to the 
tiny veinlets of a leaf in contrast with 
the smooth surface. This process is 
commonly called “fingering.” Small 
gullies may be filled by the ordinary 
field operations and are not necessarily 
permanent, in contrast to the more ad- 
vanced stage of gully erosion where large 
channels are permanently established. 

Bank cutting along streams is another 
form of erosion and may be referred to 
as riparian erosion. Thousands of acres 
of fertile valley lands are ruined by 
changes in the course of stream channels. 


Utilization of Land and Soil Losses 


Specific and accurate information con- 
cerning soil and water losses, as well as 
various types of control measures, is 
available from studies carried out at 
the Upper Mississippi Valley Erosion 
Experiment Station located a few miles 
east of La Crosse, Wisconsin.! 

It is evident from the data in Table 
I that the vegetative cover and the use 
to which land is put are the major 


Taste I. AveracGe YearLy Soi, Losses Coverinc 
Two-Year PeEriop, 1933-1934 (ALL PLots 72 
Feet Lonc with A GrapDIANT OF 16%) 








Soil Loss in 
Tons Per 
Acre 


Crop or Condition 





Corn, continuously 60 
Corn in rotation, following clover- 
timothy 35 
Barley in rotation, following corn 17 
Clover-timothy hay in rotation, follow- 
ing barley I 
Bluegrass, sod, ungrazed Trace 








factors determining the amount of ero- 
sion on sloping land. One rather spec- 
tacular fact found during collection of 


‘Unpublished data secured from Mr. O. E. Hays, 
Superintendent of the Upper Mississippi Valley 
Erosion Experiment Station, United States De- 
partment of Agriculture. ! 


241 


the above data was that each gallon of 
run-off water from fallow land, or land 
in clean tilled crops, carried away on 
the average approximately one pound 
of soil. 


Selection of the Coon Creek 
Watershed Area 


The Soil Conservation Service was 
established in September, 1933, under 
the office of the Secretary of the Interior, 
but later transferred to the Department 
of Agriculture. The objectives of the 
program devised and undertaken by 
the Soil Conservation Service, as stated 
by its Chief, Mr. Hugh H. Bennett, are: 

1. To demonstrate that the impover- 
ishment and destruction of our re- 
maining areas of good agricultural 
land by continued erosion can be 
controlled; 

. To lay the foundation for a per- 
manent national erosion-control 
program of adequate scope to meet 
the acute land crisis created by 
wasteful methods of land utiliza- 
tion. 

Representative watersheds have been 
selected in the major geographic and 
agricultural regions where erosion prob- 
lems are acute, on which areas the Soil 
Conservation Service is carrying out 
its demonstrations. At present some 40 
such erosion-control projects are in 
operation, of which the Coon Creek 
watershed was the first to be selected 
in the United States. This demonstra- 
tion area is located in central south- 
western Wisconsin. Although the water- 
shed lies largely within Vernon County, 
it also includes parts of the counties of 
La Crosse and Monroe (Figure I). 

The Coon Creek watershed, that is, 
all the land draining into Coon Creek, 
embraces about 92,000 acres—almost 
144 square miles. Approximately 800 
farms and portions of farms are included 
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in this drainage area. Some of the ridge 
farms around its rim have only a part of 
their land draining into Coon Creek. 

The area extends in an easterly direc- 
tion from the Mississippi River for 18 
to 20 miles, and has a width varying 
between five and eight miles. The topog- 
raphy of the watershed is rough, typical 
of the Driftless Area. The Coon Creek 
watershed was selected as representa- 
tive of this unique unglaciated area 
covering nearly 15,000 square miles, 
which is largely in southwestern Wis- 
consin but also extends into Minnesota, 
Iowa, and Illinois. 





FIGURE T 
413 FARMS EMBRACING 43,300 ACRES IN COON CREEK AREA 
IN WISCONSIN, OPERATING UNDER AN EROSION CONTROL PROGRAM 














AREA APPROX. 145 SQ.Mi. 
1 
SCALE IN MULES 


GMB coorerarinc Farms 











The highest point of the Coon Creek 
watershed (1,362 feet above sea level) 
is on its extreme eastern edge. The 
lowest point (641 feet) is at the mouth of 
the valley, where the elevation is only 
slightly higher than the Mississippi 
River. However, differences in elevation 
of nearly 500 feet occur even in the 
upper reaches of the area. Differences 
of 400 to 500 feet are sometimes abrupt, 
occurring within a distance of less than 
two miles. This gives some idea of the 
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topography of the area. The average 
Iowa, Illinois, or even southeastern 
Wisconsin farmer would consider farm- 
ing in an area with such rough land a 
rather hazardous undertaking. The 
topography of the area is also respon- 
sible for the field layout of the farms. 
The rectangular system of surveying has 
forced a gridiron of straight farm 
boundaries on an exceedingly rough 
terrain and the farmer has done his best 
to fit his land utilization to the topog- 
raphy. Figure II illustrates his diffi- 
culties in this respect. 

The soils of the Coon Creek area are 
residual and loessial in origin, and their 
high productive capacity makes it one 
of the best farming sections of Wis- 
consin. Farms are found both on the 
ridges and in the valleys, their size 
ranging from 40 to 160 acres, with an 
average of 115 acres. The dairy enter- 
prise is by far the most important in 
the farm organization, accounting for 
more than 60% of all gross income. 
Naturally, cropping and pasturing prac- 
tices center around it. 

In spite of the erosion problems in 
this picturesque area, the economic 
stability of the region is surprising. The 
countryside has a prosperous appear- 
ance. The farm buildings for the most 
part are very substantial. At least 60% 
of the farms are free from mortgages. 
The value of the real landed property 
of the watershed is indicated by the 
assessed valuation for 1933. In that 
year the local assessor’s valuation was 
$4,020,811, of which $3,093,999 was for 
the bare land and the remainder for the 
“improvements,” i. e., buildings. The 
taxes contributed by the farms of the 
area in that year amounted to $62,824. 
Despite evidences of past prosperity 
and the general well-being now apparent 
in the valley, there are signs which point 
to a darker future. On nearly every 
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farm eroded fields are showing by their 
declining productive powers what future 
conditions will be if erosion is not 
checked. 

Studies are under way to show what 
effect erosion has had on the economic 
welfare of the community. There seems 
to be some correlation between tax de- 
linquency and erosion, and it is reason- 
able to expect that not only will the 
value of the land vanish as erosion 
takes its toll, but farmers will soon fail 
or be unable to pay whatever taxes are 
imposed on them. So far, tax delin- 
quency has not been a serious problem. 
On June 1, 1933, the legal date when 
taxes are considered delinquent, 15.6% 





FIGURE II 
EROSION CONTROL PROGRAM 
FOR A REPRESENTATIVE FARM 
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of all land in the Coon Creek area was 
delinquent, but a large proportion of 
these delinquent taxes were redeemed 
before January 1, 1934. 


Development of the Erosion Control 
Demonstration Area 


The Soil Conservation Service ex- 
emplifies the first broad attempt in the 
history of the country to put into opera- 
tion large-scale, comprehensive, ero- 
sion-control projects. The methods used 
in such an undertaking include a com- 
bination of agronomic, engineering, and 
forestry practices applied jointly in a 
sound farm management and land-use 
program. For instance, in this program, 
wild-life resources are receiving ade- 
quate attention with little extra ex- 
penditure of time or money, and the 
conservation of wild-life species native 
to the region has been made part of the 
program carried out in the Coon Creek 
watershed. Inclusion of this phase of 
work exemplifies the breadth of this 
conservation program. Erosion control 
has been practiced to a small extent by 
many agencies in the past, but almost 
wholly from only one or another of 
several fields of approach. 

Demonstration of erosion control by 
the combination of all approaches de- 
mands the services of specialists in 
each of the different fields. Therefore, 
agronomists, engineers, foresters, farm 
management men, soils men, and wild- 
life specialists are all included on the 
staff of the Soil Conservation Service in 
the Upper Mississippi Valley. In addi- 
tion, the services of one hydrologist and 
sedimentation specialist from a _ co- 
operating bureau, the Geological Survey, 
are of considerable value in determining 
the water and soil losses from the area. 

The successful establishment and com- 
pletion of any such program on privately 
owned land obviously demands the 
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complete cooperation of the farm oper- 
ator. General extension meetings were 
held in December, 1933 and in January, 
1934 to tell the farmers about the pro- 
gram. They were informed that, if they 
wished to avail themselves of the serv- 
ices of the Government in controlling 
erosion on their farms, they must co- 
operate by doing certain things, for 
example: (1) refrain from grazing and 
burning all woodland areas with a 
gradient of more than 40%; (2) practice 
contour tillage on all cultivated parts 
of their farms; (3) operate along the 
contour of the terraced parts of their 
cultivated land areas, if they elected to 
have terraces; (4) cooperate in estab- 
lishing strip-cropping practices on all 
parts of their cultivated areas not ter- 
raced, as well as on much of the ter- 
raced land; (5) contribute teams to 
move materials and supplies for such 
gully-control structures as might be 
constructed on their farms; (6) do work 
with teams in finishing some parts of 
the terrace ridges; (7) follow for a 
period of five years the practices mu- 
tually agreed upon between the Govern- 
ment and themselves, after both sides 
have worked out satisfactory plans to- 
gether; (8) agree to put the commodities 
furnished by the Government, such as 
lime, seed, inoculation, fertilizer, and 
fencing at places designated on the farm 
map; (9) prevent overgrazing of their 
permanent pastures; and (10) cooperate 
in furtherance of a wild-life program on 
their farms. 

In order to establish such a demon- 
stration area and overcome skepticism 
and unwillingness to change from old 
practices to new, the Government made 
certain contributions quite justifiable 
under the circumstances, but all obliga- 
tions of the Government for each farm 
were in accordance with a definite plan. 


At the close of the extension meet- 
ings, the farmer made known whether 
he would like to have a Government 
representative visit his farm and actu- 
ally inspect the land and discuss pro- 
posed erosion-control plans. If he 
agreed to cooperate, an “erosion special- 
ist” (the official name of the men re- 
sponsible for developing the farm plan) 
and an engineer, taking with them an 
aerial photograph of the man’s farm, a 
hand level, and a detailed soils map 
previously prepared, visited the farmer. 
The Government representatives and 
the farmer then discussed the erosion- 
control plans as applied to the particular 
farm. These included possible location 
of a fence to protect the woodland from 
pasturing; where terraces may be built; 
how the fields would be arranged under 
contour tillage and strip-cropping prac- 
tices; which are the steeper and more 
critical parts of the cultivated land that 
should be seeded to permanent pasture; 
which parts should be removed from 
cultivation and seeded to hay (prefer- 
ably alfalfa in this area); where gully- 
control structures would be placed; 
what should. be done to control his 
stream bank cutting; and what measures 
would further the wild-life program. At 
the same time a farm management sur- 
vey was made by the erosion specialists 
for establishment of the best possible 
farm organization that will include the 
desired soil conservation practices. 

At the conclusion of this visit a com- 
plete plan was formulated including a 
five-year cropping program. Using 
these plans as a base, the erosion special- 
ist and engineer draw up a formal co- 
operative agreement which sets forth 
both the obligations of the farmer and 
the Government. These entire data 
are passed to the farm management 
specialist who checks them from the 
business organization and economic 
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standpoints. If necessary, the farm 
management specialist may visit the 
farmer with the erosion specialist who 
made the plans to discuss the farm 
organization phases of the program. 
The plans are in turn passed from the 
farm management specialist to the 
forester, who visits the farm if a wood- 
land area or new plantings are involved. 
Sites for planting are carefully con- 
sidered and woodland improvement 
practices are explained to the farmer. 
The chief engineer, in turn, checks the 
recommendation of his subordinate who 
assisted the erosion specialist. The 
entire data are finally passed to the 
agronomist who checks the proposed 
cropping and agronomic plans. 

It may appear from the above dis- 
cussion that many Government repre- 
sentatives visit each farm. However, 
it is seldom necessary that more than 
two or three such specialists visit a farm 
prior to beginning actual operations. 
On some farms the erosion problem is 
much greater than on others and time 
and thought are necessary to reor- 
ganize it for erosion control and yet 
maintain a satisfactory farm business. 
In all cases the objectives before the 
entire Soil Conservation Service staff 
are tO permit a maximum farm income 
and at the same time keep soil and water 
losses at a minimum. When the plans 
are completed, the farmer becomes a 
cooperator of the Soil Conservation 
Service by signing the cooperative agree- 
ment, the details of which he himself 
has helped to outline. 


Progress of Farmer Cooperation toward 
Control Erosion 


At present more than % the farmers in 
the Coon Creek area are cooperators in 
the unified effort to control erosion on 
the watershed. Cooperating farms are 
evenly distributed throughout the en- 


tire 144 square miles of the watershed» 
representing a total area of 43,300 acres 
as shown on Figure I. 

The plans made for all farmers to date 
call for treatment of 39,213 acres of this 
total farm area. Included in this area 
and needing treatment are 12,388 acres of 
woodland which have been retired from 
grazing and protected from fires. Some 
65,000 rods of fence have been built to 
protect these woodlots. Improvement 
practices will be followed in an effort 
to make the woodlands as productive 
as possible, and at the same time they 
will aid in the prevention of erosion by 
reducing water run-off. Contour strip- 
cropping is being practiced on 13,019 
acres and, of this area, 6,631 acres will 
be in permanent hay by 1936 and will 
only be broken in strips on the contour 
when reseeding is necessary. 

When the terraces called for in the 
agreement are completed, they will 
protect 2,343 acres. Already 128 miles 
of terracing are completed and 1,710 
acres of crop land protected by this 
method of control. To date, 872 dams 
have been built in carrying out the 
gully-control phases of the program. 
For the most part, these structures are 
small and represent types which the 
farmers can build for themselves once 
the methods have been demonstrated 
to them. Improved land-use practices 
which will lessen the amount of run-off 
water are being applied to the drainage 
areas of all protected gullies. 

The present and future distribution 
of crop acreage on the 413 farms which 
are now “signed up” in the Coon Creek 
watershed is set forth in Table II. 
Especially noteworthy is the decrease 
in the area of land in corn and grain, 
two land uses extremely conducive to 
erosion, as Table I indicated. The area 
in alfalfa in 1936 will be four times that 
of 1934. All in all, there will be a 
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decline of 1,152 acres in crops under the 
new farm organization. This land will 
be placed in permanent pasture. Under 


Taste II. Crop Lanp Use on 413 Farms, Coon 
Creek WATERSHED AREA IN 1934 AND AS PLANNED 
FOR 1936 








1936 
Total |Per Cent 
Acres of 
Culti- 


vated 
Area 


2,894 | 16.6% 
2,955 | 16.9 
7,251 | 41.6 


1934 


Total |Per Cent 
Acres of 
Culti- 


vated 
Area 


18.6% 
36.0 
9.8 








Clover and 


25.4 3,384 | 19.4 
Emergency 
629 | 3.4 92 5 


673 | 3-9 


Rotation 
981 5-3 


269 1.5 


Tobacco and 


potatoes 189 1.1 








18,590 | 100.0%] 17,438 | 100.0% 














the new arrangement 40.3% of these 
farms will be in crops, 27.4% in per- 
manent pasture, and 28.6% in protected, 
ungrazed woodland. The other 3.7% 
consists of farmyards, lanes, roads, etc. 

How the reorganization program af- 
fects an individual farm is illustrated 
by Figure II. Especially significant is 
the withdrawal of pasturage utilization 
of the woodlands. This is more than 
compensated by the increase of pasture 
on other parts of the farm as shown by 
increase of the shaded area. Under the 
new arrangement a part of the pasture 
is terraced. Permanent hay land takes 
the place of a considerable area of crop 
land and the remaining cultivated land 
in this part of the farm is organized into 
fields adapted to the contour of the 
land. Terraces appear on the culti- 
vated crop land north of the road and a 
game bird food patch has been planted 
on the pasture land adjacent to the wood- 
land on the northern part of the farm. 
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In southwestern Wisconsin the in- 
crease in pasture and hay land at the 
expense of crop land has been a benefit 
to the farm organization because the 
live stock industry is the predominant 
farm enterprise and dairying alone 
furnishes almost 24 of the entire gross 
income of farms. 

It is indeed fortunate that south- 
western Wisconsin has established the 
dairy industry so successfully. The 
dairy live stock industry is associated 
with good pasture and high quality 
legume hay crops, which are among the 
best possible soil protective covers. 
Much of the area in the Coon Creek 
watershed is suitable only for per- 
manent pasture and hay crops because 
of the steepness of slope and erosive 
conditions of the soil. The dairy cattle 
industry is perhaps the best suited 
enterprise through which the farmer 
can market these crops. In some sec- 
tions of the Driftless Area, the beef 
cattle industry is proving profitable 
and it also makes good use of pasture 
and hay. 

The question naturally arises, what 
will the readjustment in farm organiza- 
tion do to the farmer’s income? If it 
should drastically reduce it, what in- 
centive will he have to cooperate in a 
soil-saving program? Since the first 
farm plan was completed only 17 
months ago, it is difficult to answer the 
questions by the experiences of the Coon 
Valley project. So far, however, it 
seems safe to say that every farm in- 
cluded in the program has a more 
efficient farm organization now than it 
had prior to adoption of erosion-con- 
trol practices. The very essence of good 
farm management is having a plan for 
the farm. With a plan, the farmer can 
organize his work more effectively. He 
can give thought to a better balance 
between his crops and live stock. 
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Another way of comparing the old 
and the new farm organization is in 
terms of feed values produced. A come 
putation of the feeding value of the 
feed crops for 1934 as compared to 
1936, based on average yield data for 
Vernon County, brings forth the sur- 
prising fact that there will be an in- 
crease of approximately 25% in total 
pounds of digestible nutrients and a 
45% increase in pounds of protein con- 
tent in the feeds. These increases in 
feeding values are based only on the 
feed crops; in addition, there is feed from 
the new permanent pasture on the 1,152 
acres of retired crop land. Gains of this 
kind are offset in part by the expense 
of preparing the land for increased 
alfalfa acreages, etc. However, also to 
be considered are the permanent bene- 
fits from a reduction of soil losses. 

The public in general and landowners 
in particular must come to the realiza- 


tion that, if our soil resources are to be 
conserved for future and even present 
generations, some extra labor and costs 
will be necessary. We cannot recklessly 
exploit a basic resource without even- 
tually being faced with responsibility 


for the bill. With expansion of the 
erosion-control program under the gen- 
eral direction of the Federal Soil Con- 
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servation Service, including a great 
amount of work by the Civilian Con- 
servation Corps, it becomes increas- 
ingly necessary that owners of affected 
land share a greater burden of the costs. 
It is hardly reasonable to expect the 
Government to bear all costs incurred 
in controlling erosion on private lands. 

That the farmer is beginning to 
realize his share of the responsibility is 
indicated by his new attitude toward 
land. This is one of the most interesting 
and significant by-products of the work 
on the project. The farmer becomes 
more interested in his land. In the past, 
our soils have been so fertile that many 
farmers have been led to believe that 
plant food sufficient for all time existed 
in our soils, and no care need be given 
to maintenance of fertility. |More 
recently, however, farmers have begun 
to realize that this is not true. To say 
nothing of the added work necessary 
to operate badly eroded and gullied 
fields, the crop yields are gradually 
being lowered wherever proper atten- 
tion is not given to the land. In time, 
perhaps, every farmer will of necessity 
become a “true agriculturist,” as in the 
meaning of the term in some European 
countries where each foot of soil is 
treated with care. 





‘‘Toward an Electrified America’’ 
By EARL H. BARBER* 


HAT the future of the electric 
industry is in jeopardy has be- 
come a matter of common knowl- 
edge; even investors know it. Or they 
should know it; for the spokesmen of 
the industry, in their opposition to 
certain manifestations of the New Deal, 
have listed symptoms enough to satisfy 
the needs of a patent medicine circular. 
In our power stations, they tell us, 
generators stand idle, bereft of the in- 
dustrial power load which formerly 
made American central stations the envy 
of the world. Yet in the face of these 
idle generators the Federal Government 
is adding more capacity, in sundry 
power developments of its own, to re- 
duce still further the load on existing 
stations. As if this were not enough, 
a Federal authority is establishing mu- 
nicipal plants with rates so low that 
their “rubber yardsticks” will lead to 
general protest against the rates of 
electric companies, and to a general 
demand that what business remains to 
them be taken over by municipal plants. 
A doleful prospect, shrouded in rumor 
and apprehension! But when the 
psychosis is examined in the light of 
experience, the scare is hard to maintain. 
If municipal plants are so sure a way 
to low rates, why has their menace to 
the electric industry been so long in 
making its appearance? Municipal 
plants are nothing new; they have been 
with us for years—almost as long as 
the electric industry itself. During the 
boom years of the late twenties nearly 
2,000 of them were in operation in the 
United States without disturbing the 
credit of the electric industry in the least. 


* Consulting Engineer, Electrical Utilities, Reading, 
Mass. 


Of course, it is possible that all 
electric companies will suddenly be con- 
verted into municipal plants, or beset 
with municipal competition, but is it 
probable? The change from private to 
public ownership has often been advo- 
cated, but seldom practiced. Municipal 
ownership has certain advantages, cer- 
tain disadvantages, but it entails heavy 
responsibilities, and the public, with all 
its criticism of the existing order, has 
very generally stopped short of taking 
the fateful step. Municipal operation 
has been the exception rather than the 
rule. Is there any evidence, apart from 
a sporadic outbreak of agitation, that 
the public is about to cast aside its 
traditional caution now? 

But even if there is no real evidence 
of a general movement toward muni- 
cipal ownership, the Tennessee Valley 
Authority is setting rates for its munic- 
ipal plants so low that electric com- 
panies will be obliged to meet them, in 
self preservation, and then their profit 
will be wiped out! 

This reasoning finds many supporters, 
not only in the man in the street, but 
in the managements of electric com- 
panies, and sometimes in the manage- 
ments of municipal plants as well. Yet 
some managements have very different 
views, and their ideas are backed by 
experience. It is several years since the 
president of the Hartford Electric Com- 
pany announced: ‘‘We find much more 
profit in the all-electric homes earning 
rates as low as 134 cents than we do 
in the average home at 4% cents, or 
in the small user at 8 cents.”! The 
figures are somewhat antiquated now, 


1Flectrical World, October 28, 1933. 
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but the declaration still remains evi- 
dence that the idea of greater total 
profit through a small unit profit on 
multiplied output has at last found 
lodgment in the electric industry.? 

But at least there is idle generating 
capacity in our power stations? There 
is; and it warrants just about as much 
apprehension as a business man would 
feel at the temporary loss of one cus- 
tomer, if another one, larger and better, 
but hitherto unsolicited, was ready to 
step into the vacant place. 

In view of the growing social impor- 
tance of cheap electricity, and the de- 
pendence of the electric industry on 
credit and public confidence, it is high 
time to quit thinking in terms of scare 
headlines, and give some consideration 
to a few subjects which promise to play 
a dominant part in the future of the 
industry.’ 

Excess Capacity 

Although the total power output of 
the United States sagged down from 
the peak of 1929, year after year, to 
begin a slow and cautious recovery in 
1933, it may serve as an excellent indi- 
cator of the state of industry as a whole, 
but not necessarily of any particular 
industry, nor, paradoxical as it may 
seem, of the electric industry itself. 

Most electric utilities lost a large 
part of their industrial power load dur- 
ing the depression, and the loss is re- 
sponsible for the great decline in aggre- 
gate output. But some of them sus- 
tained no loss whatever, and it is their 
condition, rather than the average, 
which indicates what the future holds 
for the electric industry. The large 
power company which supplies the City 

2Or that branch of the industry concerned with 
domestic supply. The idea has always been used to 
justify the business-getting rates and practices of the 
industrial power branch. 


3 By “electric industry” is meant operating electric 
companies, incorporated for the purpose of generating 
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of Washington, for instance, has not 
declined since 1929; it completed an 
addition to its old power station in 
1931, and in 1933 a second station was 
completed to take care of the ever in- 
creasing load. Even in New England, 
where the shift of cotton mills to the 
South brought the depression several 
years before it was generally recognized, 
many of the smaller electric utilities 
have gone through the period with 
steadily increasing output. 

The reason why these exceptional 
utilities, large and small, have been un- 
affected by the decline in industry is 
that they have no industrial power load 
to lose, and other loads have increased 
during the depression. This fact is 
highly important, for it shows that 
however much utilities have been in- 
clined in the past to measure success 
by the number of industrial engine 
rooms they have been able to shut 
down and supply from central stations, 
industrial power is not necessary for 
the success of an electric undertaking. 

It shows even more. The industrial 
power load is essentially competitive, 
and can be secured at only a small 
margin of profit. This margin is re- 
duced by every new development in 
the field of small power generation—a 
field which has been rapidly developed 
in America during the past decade. 
Moreover, as the depression has shown, 
the stability of the industrial power 
load is inferior to any other part of 
the central station’s business. 

An electric company which supplied 
a certain New England mill city of 
medium size had two 10,000 kilowatt 
generators to carry what had been its 


and distributing electricity, owning power stations and 
distribution systems, and financed by stocks and bonds 
issued with the approval of state regulatory commis- 
sions. Holding companies or associations are excluded 
from consideration. 
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normal load. On a morning in 1928 
only one machine was running, and the 
indicator stood at 2,000 kilowatts. What 
had become of the rest of the load? 
The watch engineer shrugged his 
shoulders: ““Gone west; or south!” 

Yet that company had over 20,000 
residences connected to its lines. What 
had been done to make those thousands 
of homes into a daytime load instead 
of a load which came on with a sudden 
peak at the advent of dark? What 
had been done to encourage the use of 
those domestic appliances which operate 
through the day as well as at night, 
which use a large amount of electricity, 
and which bring so much satisfaction 
to their owners? Nothing, or less than 
nothing; their use had actually been 
discouraged. 

An electric range, it seemed, required 
a 71% kilowatt transformer to be set on 
a pole near the house, and required 
heavy wires between the house and 
transformer. That one transformer, to 
be sure, would take care of a total of 
six ranges, on account of the diversity 
in the time and manner of their use, 
but the danger was that for a number 
of years, at least, only one range would 
be sold in a neighborhood. That would 
result, at least for a preliminary period, 
in a distribution system dotted with 
large transformers serving isolated 
ranges at an investment cost incommen- 
surate with the additional output the 
ranges would occasion. Therefore, ac- 
cording to the reasoning of the com- 
pany’s economists, the electric range 
was something to be discouraged. 

Just about the time the depression 
became general the company changed 
hands, and the new owners were quick 


4 Assuming that all the installed capacity is suitable 
for ‘“‘base load” operation, which, of course, it is not. 
5 Fortunately, there are some shining exceptions. 
The municipal plant of the City of Winnipeg, with 
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to see that their only hope lay in de- 
veloping the domestic load. Range 
selling began with all the organized en- 
thusiasm that could be worked into a 
commercial campaign. There were 
drives, teams, bonuses, and a siren 
squealing through the office building 
whenever news of another range sale 
was reported. But the reform came too 
late. Limited purchasing ability had 
come with the depression, and another 
Io years must elapse before the lost 
power load can be replaced by a do- 
mestic load through use of conventional 
methods. 

If it could be brought about at once; 
if half the residences in that city could 
be equipped with electric ranges and a 
third with water heaters, the additional 
residential consumption would load those 
two 10,000 kilowatt turbines again, and 
idle capacity would be a thing of the 
past. 

The same reasoning applies to the 
electric industry as a whole. In the 
United States over 20,000,000 homes 
are wired for electricity. In power 
stations there is generating capacity of 
some 30,000,000 kilowatts—just about 
enough to take care of a fully developed 
domestic load.‘ 


The Domestic Load 


Whether an electric utility has neg- 
lected to develop its domestic load in 
the past or whether it has striven to 
get it established, the result is usually 
about the same. Less than 10% of 
our homes are fully equipped with 
electrical appliances.5 

There are refrigerators and washing 
machines in plenty; these appliances 
almost sell themselves. But they re- 
quire a comparatively small amount of 


some 40,000 residential consumers, already has more 
than half of them equipped with electric ranges, and 
nearly half equipped with electric water heaters. 
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electricity for their operation—perhaps 
500 kw. hrs. a year. Although an aiddi- 
tion of this dmount about doubles the 
present average domestic consumption, 
it offers no substitute for the lost 
power load. 


It is the range and the water heater 
(omitting the house-heater from con- 
sideration for any but mild climates 
until the development of “reversed re- 
frigeration” shall make practicable an 
eficiency of several hundred percent) 
on which the electric industry must 
depend for a substantial multiple of 
the present residential load. They are 
conventionally rated as requiring 5,000 
kw. hrs. a year—six or eight times the 
present average residential consump- 
tion. Their use would not only make 
up in volume the lost power load but 
would give a better distribution through- 
out the day, and would have a stability 
which the industrial load does not 


possess. It is to make their use possible 


that modern stepped rates, where 
adopted, have a low step ranging from 
I cent to 70 of a cent, and yield an 
average rate, for a fully electrified house- 
hold, of 1% cents or less. 


But the public fights shy of the 
electric range. A popular conviction 
of many years standing holds that the 
electric range is slow, expensive to 
operate, and that its first cost is pro- 
hibitively high. 

Until about 1929 the conviction was 
justified. A range whose burners took 
1§ minutes to reach working tempera- 
ture, and whose oven took half an hour 
or more, required an amount of plan- 
ning to which the ordinary housewife 
is naturally averse. Even after all 
electricity-saving but time-wasting ex- 
pedients were employed, a 3-cent rate 
made the cooking bill run to $5 or $6 
a month. Finally, an initial cost of 
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about $200 took the range out of the 
reach of the general public. - 

In recent years all that has been 
changed. Electric ranges are now avail- 
able with speeds of 2 and 7 minutes 
for burners and oven respectively, which 
is fast enough for any purpose. A 
domestic rate giving an average of 1% 
cents a month will make the cooking 
bill less than $3, which is low enough 
to meet any competition when conven- 
ience and the superiority of the product 
of the electric oven are taken into con- 
sideration. And the cost of a range, 
installed, has come down to $70, which 
again is a competitive figure. 

The characteristics of the electric 
range load make it very attractive to 
the utility. Although a single isolated 
range makes a demand of 7% kilowatts 
on the capacity of the utility’s distri- 
bution system, when a number of ranges 
are used in a community the combined 
demand, divided by the number of 
ranges, gives an average of one kilowatt 
or less, on account of the diversity in 
the time and conditions of use in vari- 
ous residences. Therefore, the utility 
has to provide a capacity of only about 
one kilowatt to secure a consumption 
of 1,500 to 2,000 kw. hrs. a year, which 
is as favorable a relation between in- 
vestment and volume of business as 
was characteristic of the lost power load. 

The case of the electric water heater 
is not so easily established as the range, 
from the consumer’s standpoint. To 
the utility, however, it is even more 
attractive than the range, because its 
storage capacity enables it to be kept 
off the peak load of the power station, 
and off-peak electricity can be sent out 
at a very low cost. But from the con- 
sumer’s standpoint its use can be justi- 
fied only by a rate low enough to com- 
pete with fuel-burning heaters, with 
some allowance for its neatness and the 
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fact that no products of combustion 
have to be disposed of. 

Using the 3,600 kw. hrs. a year con- 
ventionally assumed for the consump- 
tion of an electric heater, the monthly 
cost of hot water would be $3.60 at 
a modern stepped rate which had one 
cent for the lowest step. While this is 
low enough to make the electric heater 
appeal to those who value the peculiar 
convenience of installation it possesses, 
a rate of approximately % cent is neces- 
sary to enable it to compete with fuel 
burners of nearly the same convenience 
of operation. Such a rate is possible, 
and some have already been established; 
at least a I-cent rate is within the reach 
of even a small power station. 


Appliance Service 

But granted that the electric range 
and water heater, added to lights and 
other incidental equipment, would re- 
sult in a residential load that would 
absorb the idle capacity of the electric 
industry, and granted that the con- 
sumption of such appliances wouid more 
than compensate for the lost power load, 
what possibility is there that residences 
will become electrically equipped within 
the next few years in sufficient numbers 
to neutralize the missing industrial load? 
Very little, if the future is to be governed 
by the ways and methods of the past. 

The electric range has been revolu- 
tionized, both in performance and price, 
but the old prejudice against it remains, 
and even if it did not, the public’s 
purchasing power is very limited at the 
present time. Electric rates are coming 
down; a few progressive companies and 
municipal plants have established very 
creditable domestic rates; but in gen- 


6The “‘three-meter rate” of the City of Winnipeg 
is too detailed to be quoted in full, but deserves men- 
tion for its liberality and quaintness. Lighting: 3 
cents to % cent. Heating and cooking: %o cent. Flat 
water heating rate: $3 a month for a 1 kw. heater, 
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eral the lowest block of domestic rates 
has not received the attention it de- 
serves.© In rate cases the tendency of 
the public’s representatives is to con- 
sider only the highest step, on the theory 
that it is only the cost of a starveling 
amount of electricity which interests the 
public at large. And utilities are re- 
luctant to reduce the lowest step on 
their own initiative because of the ap- 
parent conflict with commercial and 
power rates. In the normal course of 
events it may require another decade 
for the example of progressive utilities 
to permeate the industry. 

What can be done to break with 
custom and precedent, and bring about 
a prompt electrification of our resi- 
dences? 

First, electric utilities must reverse 
the practice of waiting until they re- 
ceive a sufficient residential load to 
justify a low rate. They must establish, 
now, a rate so low that it will dispel 
the old idea that “electrical appliances 
are expensive to operate” and will be 
an incentive to put them to work, even 
though the rate can be justified only 
on the assumption that appliances will 
be connected to the lines. 

Such a course will require courage. 
It will mean a temporary lessening of 
income from the Io or 15% of homes 
which already have a substantial amount 
of electrical equipment. It will mean a 
revision of contracts with such smaller 
utilities as are at the moment dependent 
on purchased power. It will mean edu- 
cating those involved in rate cases to 
the idea that it is the woman with no 
servants at her command, rather than 
the wealthy faddist, who needs the con- 
venience afforded by electrical appli- 


with the privilege of disconnection during the winter 


months. Under these rates the average residential 
consumption has reached the extraordinary figure of 
4,518 kw. hrs. a year (1934). 
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ances, and that bickering over the cost 
of 25 kw. hrs. a month will no longer 
pass for devotion to the public interest. 

Second, utilities must extend the 
scope of their services to supplying 
their customers with electrical appli- 
ances and maintaining them in operating 
condition. 

If electrical appliances were rented 
out by utilities, the obstacle of limited 
purchasing power would be eliminated. 
Then, if appliances were maintained by 
the utilities, apprehension about reli- 
ability, maintenance, and ultimate life 
would be abolished, and “‘sales resist- 
ance” would become a thing of the past. 

This scheme is nothing new. It was 
employed 50 years ago by the gas in- 
dustry during the period of competi- 
tion between “coal gas” and “water 
gas” companies, and traces of the prac- 
tice still survive in some of our public 
utility laws. It is now employed by 
both gas and electric utilities in Eng- 
land where competition between the 
two industries is very keen. It has 
been tentatively tried by both electric 
companies and municipal plants in this 
country, with rather astonishing results. 

If the trial has been only tentative, 
and our utilities have not made a com- 
plete application of the scheme, the 
reasons are not hard to find. In times 
like these, any company may well hesi- 
tate about substantially increasing its 
capital for the purpose of undertaking 
a pioneering or “radical’’ venture, es- 
pecially if the venture is likely to en- 
counter opposition and the industry is 
already somewhat under a cloud. 


Opposition is sure to be encountered. 
Retailers of electrical appliances already 
petition legislatures and regulatory com- 
missions to prevent utilities even from 
selling appliances at retail prices. If 
utilities should offer to supply and main- 
tain appliances at cost, a storm of pro- 


test may be expected from those who 
subordinate public service to their own 
profit. Also regulatory commissions 
that have to approve all securities 
issued by public utilities may be ex- 
pected to frown on the idea of new 
issues for the purpose of supplying the 
multitude with something which has 
cominonly been regarded as a luxury 
rather than a necessity of modern life. 

The support of some national agency 
would go far toward quieting such oppo- 
sition. Now that the Tennessee Valley 
Authority has raised the standard ““To- 
ward an Electrified America” it is 
difficult to see how Federal support 
could be refused to a movement de- 
signed to complete the equipment of 
the 20,000,000 homes which are already 
wired for electricity. 

Manufacturing and Employment 

There are several reasons why the 
Federal Government, consistent with its 
power program, should give its support 
to a general movement on the part of 
utilities to equip American homes with 
electrical appliances, in addition to the 
social advantages envisioned by the 
Tennessee Valley Authority. 

In the first place such a program 
would be a powerful stimulus to manu- 
facturing in the production of the ap- 
pliances themselves. How much would 
be involved can best be appreciated by 
comparing the cost of household appli- 
ances with the amount which has been 
invested in the properties of the public 
utilities. 

The amount of the investment by 
the utilities is roundly given as $12,000,- 
000,000—a huge sum, and meaningless 
unless reduced to a tangible unit.’ If 
it is divided by the number of customers 
supplied with electricity it reduces to 

7The propriety of this figure has often been ques- 


tioned. It is given here, uncritically, for the purpose 
of comparison. 
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an average of about $450 a customer. 

In comparison with the average in- 
vestment of $450 made by the utilities 
themselves, there are the range, refriger- 
ator, washing machine, ironer, and water 
heater, which at present minimum fac- 
tory prices cost about $250. It is 
apparent, therefore, that the task of 
equipping American homes with elec- 
trical appliances involves a manufactur- 
ing program amounting to billions of 
dollars. 

In the second place, some electrical 
appliances occasion a substantial ex- 
pense for their installation. With its 
7% kilowatts capacity the electric range 
requires a special circuit inside the 
house, a heavy three-wire service lead- 
ing from the house to the street, and 
heavy wires and transformers in the 
utility’s distribution system in the im- 
mediate vicinity. 

This installation expense, involving 
as it does different kinds of material 
and labor, makes domestic electrical 
appliances of special interest at a time 
of general unemployment. 

An analysis of the cost of installing 
a number of ranges in a certain locality 
—a number equivalent to the utility’s 
sales for an entire year under ordinary 
circumstances, but snapped up in a 
matter of days when the utility re- 
cently offered to install and maintain 
them on a rental basis approximating 
cost—showed the following average in- 
stallation expense: 

Uncrate, test, deliver 

House wiring 


Material 
Outside work 


Material 
8 Range, $50; refrigerator, $90; washing machine, 


$45; water heater, $50; and ironer, $30; Total, $265. 
® As was to be expected, because the water heater 
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In this case the expense incurred by 
the utility in installing the ranges al- 
most equalled the cost of the ranges 
themselves, but beyond that interesting 
fact are the amount and distribution of 
employment indicated by the analysis. 
Installing the ranges made work for 
electrical contractors and the utility in 
the proportion of 24 and \ respectively; 
the entire disbursement was made lo- 
cally, but about ¥% the expense repre- 
sented miscellaneous materials and sup- 
plies manufactured outside the locality. 

An analysis of the cost of installing 
the water heaters which went out with 
the foregoing ranges, in the ratio of 
one water heater to every three ranges, 
gave a smaller total,® but an equally 
satisfactory distribution. The average 
installation cost was $24, of which $9 
went to electrical contractors and $15 
to plumbers; and here again about % 
the expense represented labor and the 
other half materials and supplies. 

A further consideration should not be 
overlooked when examining the work- 
making aspect of electrical appliances, 
and that is their maintenance. All 
appliances wear, even if they do not 
wear out. The time comes when the 
washing machine and the refrigerator 
go on strike; the heating elements in 
range and water heater disintegrate. 
Failures may occur at long intervals, 
and the expense to any individual may 
be slight, but in the aggregate it is 
substantial. If one man is required to 
take care of an average of 1,000 appli- 
ances, it follows that for every 1,000 
fully equipped homes the services of 
four or five trained mechanics will be 
permanently required. For even a small 
utility, supplying a population of only 
usually follows the range, and in installing the latter 
a provident utility will provide capacity for both appli- 
ances in lines, transformers, and service, leaving only 
inside work to be done when the water heater is ac- 
quired. 
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20,000, this means the addition of from 
15 to 20 men to its permanent payroll. 


In Perspective 

If utilities have neglected to develop 
the domestic load heretofore, the fault 
lies with them rather than the load. 
The industrial power load was spectac- 
ular, it was easily acquired, and it was 
easily administered in comparison with 
the multitude of personal contacts which 
would have been involved in acquiring 
a domestic load of the same volume. The 
utilities merely took the easiest way. 
But there were some who were not too 
absorbed in the scramble for power 
customers to perceive the possibilities 
of the domestic load and the role it 
must eventually assume. 

It is over five years since the Detroit 
Edison smashed. one of the obstacles to 
domestic electrification by designing 
and manufacturing a high speed electric 
range priced for quantity production. 
It is several years since the president 
of the Hartford Electric Company issued 
his warning against the conventional 
rate. In the interval, several low rates 
have been established, notably by the 
Tennessee Valley Authority which, with 
no inhibiting tradttion behind it, and 
unobstructed by the politics which play 

10 Although it is still possible for those who prize 


so-called “talking points” to pay two or three times 
the necessary amount. 
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about “regulation,” has set a rate which 
will affect the rates of all other utilities 
—companies and municipal plants alike. 
Moreover, electrical appliances are now 
generally manufactured at prices which 
remove them from the luxury class.!° 
All that is needed to expedite the elec- 
trification of our residences is for some 
Federal power authority to extend the 
scope of its service to supplying and 
maintaining electrical appliances at cost. 

Such a move would reach beyond the 
confines of any “authority”; it would 
affect the whole industry, and tend to 
replace with cooperation the apparent 
competition between electric utilities 
and the Federal Government. ‘“Toward 
an Electrified America” is not an ob- 
jective which can be limited to those 
who live in a particular place. Federal 
support, if not Federal assistance, should 
go to any agencies which set out to 
achieve the desired goal. 

But whether or not this course is 
taken, the domestic load will eventually 
be secured. Regardless of alarmist 
headlines, and regardless of whether 
or not the industrial load ever comes 
back to central stations, there can be 
no doubt about the opportunity now 
awaiting the electric industry. Before 
it lies the consuming capacity of 20,- 
000,000 American homes—a load which 
in volume, diversity, and stability sur- 
passes anything it has ever supplied. 





Exemption of Homesteads from Taxation: 
A Case Study in Oklahoma 


By RAYMOND D. THOMAS* 


new and interesting applica- 

tion of the “tax exemption” doc- 

trine is appearing in the growing 
agitation for the exemption of home- 
steads from taxation. The movement 
bears possibilities of a broad extension 
of the exemption practice into the prop- 
erty tax field. It has a wide popular 
appeal on the grounds of property tax 
relief and the encouragement of home 
ownership. Candidates for public office 
are discovering in the homestead exemp- 
tion proposal an effective vote-gather- 
ing device. 

Restricted property exemptions in 
state tax systems are of fairly long 
standing. In the main, these exemp- 
tions have been confined to relatively 
small amounts in personal property 
assessments. Heads of households and 
ex-soldiers as a rule have been the chief 
beneficiaries of these exemptions. Massa- 
chusetts! favors soldiers and sailors (and 
their widows) of the Civil war, the 
Spanish war, the Philippine insurrection, 
and the World war with a $2,000 exemp- 
tion from taxation. This exemption is 
allowed, however, only to veterans who 
are disabled by reason of military or 
naval service. A similar exemption is 
allowed in Michigan? under somewhat 
more rigid conditions, including maxi- 
mum age restriction, than those of 
Massachusetts. This early variety of 
“soldier bonus” legislation was illiberal 


* Member, Oklahoma Tax Commission; Professor of 
Economics and Dean of the School of Commerce, 
Oklahoma Agricultural and Mechanical College. 

1 General Laws, Ch. 59. 

2Compiled Laws, 1929, § 3395, as amended by 
P. A., 1933, Act. 243. 

30. S. 1931, § 12319. 


enough to place certain bars of age, 
income, property ownership, and other 
conditions to the application of the 
exemption. Service in the Spanish war, 
Civil war and World war is sufficient 
in Oklahoma? for a $200 increase in the 
normal personal property tax exemp- 
tion for resident heads of families. The 
legislation just cited is illustrative of 
the homestead exemption movement in 
its first stage of development. 

During 1933 and 1934, five states 
gave considerable impetus to the home- 
stead tax exemption movement by en- 
actments broadening the area of bene- 
fits far beyond the preferred ex-soldier 
class in the population. Texas in 1933, 
by constitutional amendment,® exempted 
residence homesteads from the ad va- 
lorem tax for state purposes in the 
amount of $3,000 of the assessed tax- 
able value of suth property. It is pro- 
vided, however, that this exemption 
shall not be applicable to that portion 
of state ad valorem taxes levied for 
state purposes remitted within those 
counties or other political subdivisions 
now receiving any remission of state 
taxes. Texas limited homestead exemp- 
tion to state ad valorem levies. 

Louisiana took the constitutional 
route in 1934 to exempt 


“from state, parish and special taxes, the 
homestead, bona fide, consisting of lands, 
not exceeding one hundred and sixty acres, 


‘California makes constitutional provision for ex- 
emptions of soldiers and sailors. See Const., Art. 
XIII, § 134. It is not intended in this article to cite 
all states which have made provision for limited tax 
exemption to soldiers and sailors. 

5Const., Art. VIII, § 1-A (Ratified at election, 
Aug. 26, 1933). 
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buildings and appurtenances, whether rural 
or urban, owned and occupied by every 
head of a family, or person having a mother 
or father or a person or persons dependent 
upon him for support, to the value of Two 
Thousand Dollars.’ 


Sound judgment on the part of the pro- 
ponents of this amendment was exer- 
cised in protecting the public treasur- 
jes against a sudden drop in receipts 
with a sensible provision that the home- 
stead exemption benefits would accrue 
only to the extent that the Legislature 
provides “replacement” funds in the 
Property Tax Relief Fund. 

Oklahoma by constitutional change 
in 1933 completely relieved all property 
from taxation for state purposes.’ This 
change came, however, as a result of 
agitation for general property tax re- 
form without any connection with home- 
stead exemption. 

Mississippi joined the exemption pa- 
rade in 19348 but with a much more 
cautious stride than Texas and Louis- 
jana. The exemption was restricted 
to state ad valorem levies up to $1,000 
assessed value and to an area not to 
exceed 40 acres. To gain admission 
into the exempted homestead class, the 
taxpayer must be a head of a family 
and a resident of the State. False rep- 
resentations of taxpayers claiming ex- 
emption constitute a felony. 

Florida’s sunshine and dreamy rivers 
gained an ally in protecting the bless- 
ings of home ownership against the 
hurricane hazard in 1934 in a most 
liberal homestead exemption.? The con- 
stitutional homestead in this State was 
accorded a $5,000 exemption from all 
taxes, excepting special assessments to 
resident citizens who are heads of fami- 


®Const., Art X, § 4 (Adopted Nov. 6, 1934). 

7Const., Art. 10, § 9 (Approved at election, August 
15, 1933). 

8G. L. 1934, H. B. 3 

*Const., Art. X, : ; "Added by L. 1933, House 
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lies. By this sweeping enactment Flor- 
ida entered an era of all but taxless 
homes. 

This homestead exemption agitation 
registered its telling effects in the 1934 
state political campaign in Oklahoma. 
The Democrats probably could have 
ridden safely into office without any 
platform. But platforms are handy 
scaffoldings for decorative paraphernalia 
no less for political purposes than for 
aesthetic reasons. At any rate, one of 
the most alluring decorations of the 
platform of the Oklahoma Democrats 
in 1934 had Homestead Exemption 
written large. The election is past. The 
days of fulfillment are at hand. Home- 
stead tax exemption came out of the 
Legislature in the form of a proposed 
constitutional amendment, pending a 
vote of the people in September, 1935.19 
Hopeful signs are appearing which in- 
dicate that the people of the State will 
not be unacquainted with, nor uncon- 
cerned about, the fiscal effects inevit- 
ably accompanying this change in the 
property tax system. 


Purpose of the Investigation 


The post-election days of 1934 ap- 
parently brought assurance that Okla- 
homa would have homestead tax exemp- 
tion in one form or another. This seemed 
to be the accepted state of popular 
sentiment. The encouragement of home 
ownership by means of tax exemption 
was only one among a number of pro- 
posed social and economic reforms. Into 
this situation came the Brookings In- 
stitution which was commissioned to 
make a general study of taxation, finan- 
cial administration, local government, 
education, and social reform in the State. 
Among the early decisions reached by 
Dr. H. D. Simpson and those associated 


Joint Resolution 20, Adopted Nov. 6, 1934). 
10 House Joint Resolution No. 4, 15th Session, 1935. 
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with him in taxation studies was that 
of the desirability of measuring the 
effects of the homestead tax exemption 
proposal on local government revenues 
and on other classes of property owners 
and taxpayers. 

The effects of any given amount of 
homestead exemption on the total rev- 
enue receipts from property taxes are 
definitely measurable. These measures, 
however, are not readily available as a 
general rule from the local assessment 
records in the various states. Census 
data on home ownership and tenancy 
are helpful. Dependable conclusions can 
be derived only from sample studies of 
representative types of communities, 
rural and urban. The term “home- 
stead” must be defined and exemption 
amounts must be assumed for sampling 
purposes. The purpose here is to pre- 
sent in brief form the method employed 
with a summary of the results obtained 
in this sample or case study. 

Time and the availability of funds 
forced a restriction of this study to a 
limited sample area. The City of Still- 
water was considered to be fairly rep- 
resentative of the several conditioning 
elements in the problem. Stillwater is 
the home of one of the major institu- 
tions of the State, the Oklahoma Agri- 
cultural and Mechanical College, a 
county seat, and the center of an aver- 
age quality rural trade area. With a 
resident population of approximately 
8,000 (exclusive of college students), 
Stillwater has almost an equal division 
as between owner occupied and tenant 
occupied homes—49.6% of the former 
and 50.4% of the latter class. The per- 
centage of public service property, how- 
ever, in the total assessed value of all 

11 Public service property constituted nearly 4 
of the total assessed value of property for the entire 
State in 1934, but only Jy of the assessed value in 


Stillwater (1933). Stillwater has municipal electric 
and water utilities which, together with a high ratio 


taxable property within the corporate 
limits of Stillwater is less than the per- 
centage of public service property in 
the larger urban areas in the state." 
This condition overweights the assessed 
value of residential real estate in the 
sample studied as compared with areas 
where public service property is of rela- 
tively greater importance in the local 
tax system and thus to this extent tends 
to overemphasize the effects of home- 
stead tax exemption on the property 
tax-base. 

The objective sought in the Stillwater 
study was a factual basis for measuring 
the effect on the property tax-base and 
on the local tax scheme of given amounts 
of homestead exemption. A ‘“home- 
stead” was defined as either a separate 
residence occupied by an owner or a 
residence of not to exceed two flats, 
one of which was occupied by the owner. 
Field workers were divided into two 
groups. One group made a house-to- 
house canvass and recorded the type 
of occupancy, tenant or owner, of each 
residential property. The other group 
took from tax rolls the assessed value 
of each residential property."* Calcula- 
tions were made for assumed exemptions 
of $1,000, $2,000, and $3,000. In Table 
I are shown the results of calculations 
made from the data. 


Results of the Study 


It can be quickly observed in Table 
I that a $3,000 homestead exemption 
in this sample area would fall short by 
only a small amount of entirely reliev- 
ing residential property occupied by 
owners of any portion of property taxes. 
If the exemption point should be fixed 
at $1,000, the total assessed value of 


of residence to total property, largely account for the 
difference. 

12 Credit is due Professor F. E. Jewett and Pro- 
fessor L. S. Ellis, Oklahoma Agricultural and Mechani- 
cal College, for supervision of field workers. 
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TaBLe I. Errect or HoMEsTEAD EXEMPTION ON THE Property TAx-BASE IN 
STILLWATER, OKLAHOMA. 
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Per Cent 
of Total Effective 
Assessed Tax 

Value Reduction 
Exempted by for Each 
Each Class Classt 


Assessed 
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Exempted 
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$2,675,297 $1,000 


210, 828 
367, 207 


Real estate 

Public service 
property 

Personal property. . 


2,000 


3,000 
Entire Assessed 
Valuation of 
Homesteads 





3,253,332 








20.76% 


27.51 
28.97 


$675, 488 


895,488 
942,617 


$18, 280 


24,222 
25,510 








973, 582 29.93 26, 348 





* Assessed valuation for 1933 used. 
t 1933 tax rate levied, 27.0625 mills. — I ! 
the exemption would apply to all levies, including debt service. 


property in this community would be 
reduced by 20.76%. Strangely enough, 
as far as the net effect on the property 
tax-base or on taxes eliminated are con- 
cerned, it makes little difference whether 
the exemption is $2,000, $3,000, or the 
entire assessed value of all homesteads. 


A total of 1,657 homes in this study 
came within the category of “exempt- 
able” homesteads." Of this total, 821 
were occupied by owners and 836 by 
tenants. As of the date of the study, 
almost exactly half of the total number 
of “exemptable” homesteads were qual- 


ified for the exemption. The assessed 
valuations of these 821 homes were 
classified according to the size of the 
assessment with the results as recorded 


in Table II. 

Homestead exemption, in the case of 
assumed amounts of $1,000, $2,000, and 
$3,000, operates to reduce the property 
tax-base. It is interesting to observe, 
too, the effect on the class of property 
represented in homes occupied by own- 
ers. Stillwater is a community of mod- 
erate sized residential properties. Of 


13 By “exemptable” homesteads is meant a residence, 
either single or not more than two flats, which is 
subject to the benefits of tax exemption when and 
if occupied by owners. 


This rate includes sinking fund levies, which means for this study it is assumed that 


the total assessed value of homes occu- 
pied by owners, 72% represented prop- 
erties assessed below $2,000. In actual 
number of homes, 88% of the total fall 
below the $2,000 assessed value line. 
Chart I shows, in the areas in black, 
the total assessed value of all home- 
steads by assessed value classes. 

The effects of assumed conditions of 
exemption—that is, in amounts of 
$1,000, $2,000, and $3,000 respectively 
—on the total assessed valuation of 
homesteads can be seen in Charts II, 
III, and IV. An exemption of $1,000, 
it will be observed in Chart II, greatly 
reduces the size of the black area by 
cutting off at the bottom all assessed 
values below the $1,000 line. Step by 
step, the total assessed value of home- 
stead property disappears with the 


Taste II. NumsBer or Homesteaps CLassiFIED 
ACCORDING TO ASSESSED VALUATIONS, 








Assessed 
Valuation 
Class 


Total 
Valuation 


Number of 
Homes 





$ 55,640 
475325 
164,650 
493,199 
212,768 


10 $4,000 or over 

14 3,000 to $3,999 
72 2,000 to 2,999 
367 1,000 to 1,999 
358 Less than 1,000 


821 





$973, 582 
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increase in the size of the exemption, 
leaving only a relatively small portion 
of the homestead assessment base when 
the exemption is increased to the $3,000 
point. 

It is from the conditions pictured in 
these four charts that proponents of 
homestead exemption draw their most 
effective arguments. In a sense, home- 
stead exemption is admittedly class 
legislation. It appears clear from an 
examination of Charts I, II, III, and 
IV that provision for exemption of 
homesteads from taxes in an amount 
of say $1,000 or $2,000 of assessed value 
will yield particular benefits to small 
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home owners which is the largest group 
within the total. If size of homesteads 
as represented: in assessed valuations is 
a criterion of net resources of persons 
living in their own homes, homestead 
exemption operates to the advantage, 
relatively, of the masses in the middle 
and lower economic strata. From this 
point of view, then, this seems to be 
another occasion when the tax exemp- 
tion doctrine should be accepted with 
enthusiasm by the vast majority of the 
electorate. 

The purpose of this analysis is not 
to give critical consideration to all pos- 
sible or probable economic and social 
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effects of homestead tax exemption. A 
generalized study to determine the prob- 
able immediate state-wide effects of 
homestead exemption on the property 
tax-base and on taxes paid on property 
was recently made by L. D. Melton of 
the research staff of the Oklahoma Tax 
Commission.'* Census figures and the 
data compiled in the Stillwater survey 
were used in this general analysis. Had 
the assumed exemption of $1,000 been 
100% effective in reducing the property 
tax-base, the total assessed value of 
property would have fallen by $821,000 
($1,000 x 821, in which the factor 821 
represents the total number of homes 
occupied by owners). Many homesteads, 
however, were assessed at less than 
$1,000, thus reducing the property valu- 
ation by only $675,488. Loosely speak- 
ing, we can say that the $1,000 exemp- 
tion was, therefore, 82.3% effective 
($675,488 +$821,000). This percentage 
or index of the effectiveness of the 
assumed $1,000 homestead exemption 
was applied to homes occupied by own- 
ers by counties for the entire State 
(Table III). 

The average reduction in the prop- 
erty tax-base for the entire State, on 
the basis of figures in Table III, was 
estimated at 14.7%. In 48 counties the 
reduction is greater than the state 
average; in 29 counties the reduction 
falls below the average. The distribu- 
tion of counties above and below the 
average is shown on Chart V. 


Implications of Homestead Exemption 

It is manifestly not an easy task to 
secure dependable measures of the long- 
time social and economic effects of 
homestead exemption. Obviously, areas 
with a relatively high percentage of 

4“A Study of the Probable Immediate Effect of 
Homestead Tax Exemption in Oklahoma,” Bulletin 


No. 2, Oklahoma Tax Commission, Research and 
Statistics Division, February 25, 1935. 


owner occupied homes will have a 
greater number of “benefited” taxpay- 
ers than will the areas where a high 
percentage of tenancy prevails. On 
Chart VI home ownership distribution 
is pictured by counties for the entire 
State. Marked variations in home 
ownership conditions as between county 
and rural areas are indicated on 
the map chart. It would appear that 
the property tax-base will be less ad- 
versely affected in areas of high ten- 
ancy. But this would not necessarily 
be true, for the reason that high ten- 
ancy sometimes exists in regions of low 
incomes and low total property assess- 
ment. Instances of correspondence of 
these conditions both for city and rural 
areas will be readily recognized on Chart 
VI by persons who are fairly familiar 
with economic conditions in Oklahoma. 
It will be observed on Chart V that 
the property tax-base will be reduced 
by a relatively high percentage gener- 
ally in the southern and southeastern 
sections of the State where the percent- 
age of home ownership (Chart VI) is 
relatively low. It can be said, therefore, 
that not only will homestead exemption 
benefit relatively fewer taxpayers in 
high tenancy areas than in high owner- 
ship areas, but will in some cases have 
a larger adverse effect on the tax-base 
and on local government budgets. Cer- 
tainly, it is a safe generalization to say 
that the social, economic, and _ fiscal 
effects of homestead exemption are by 
no means uniform when they are con- 
sidered for a state area. It follows, 
therefore, that the incidence of social 
and economic benefits of homestead ex- 
emption is a mixed question. 


Conclusions 


The foregoing analyses would seem 
to warrant a general statement of at 
least tentative conclusions with respect 
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TaB_e III. 


SHow1inc Home OwNneERSHIP IN OKLAHOMA AND APPROXIMATE IMMEDIATE 


ReEpuctTIon IN AssESSED VALUATIONS, BY CounTIES, RESULTING FRom 


(Data from U. S. Census, 1930)* 
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*Taken from Melton. op. cit., pp. 9 ff. 
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to the homestead tax exemption move- 
ment. 

1. The homestead tax exemption 
movement is a logical corollary of the 
current agitation in favor of property 
tax reform and “mass welfare” legisla- 
tion. Property tax reform in most 
states of the Union is an objective which 
calls for statecraft of a high order, but 
those who shape a program of desirable 
reform should beware of the damaging 
results which might follow from any 
further extension of the exemption doc- 
trine in the property tax field. 

It can be agreed, too, that by and 
large our social and economic history 
furnishes abundant evidence of the 
social stability and security accompany- 
ing a high percentage of owner occupied, 
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debt free homes. But it should not be 
too hastily concluded that homestead 
tax exemption must be an element in 
plans and policies designed to encourage 
home ownership. Other conditions are 
probably much more important in in- 
creasing the number of owner occupied 
homes than taxes—for example, the 
interest rate, the home mortgage credit 
system, unlimited privilege of owners 
to mortgage their homesteads, lack of 
effective zoning and the absence of com- 
munity planning in both country and 
city, insecurity of occupation and em- 
ployment, and operation of the prop- 
erty tax system in placing relatively 
higher assessments on residential real 
estate than on other kinds of property. 
If the property tax as it is now func- 





CHART V 


Soote Grant 


11.% 9.5% 


Garfield 
14.5% 


Tillman 
13.8% 


oe Less than 
(29 counties 
More than average (48 


Jefferson 
14.3% 





Cimarron Texas 


8.0% 9.1% 














ESTIMATED REDUCTION IN PROPERTY TAX BASE IN OKLAHOMA, BY COUNTIES, 
RESULTING FROM $1000 HOMESTEAD TAX EXEMPTION 


Kay 
11.5% 13. 


Noble 
12.4% 
15.9% 


Oklahoma 
12.3% 


Grai, 


12,98 12.3% Miayes 


Payne 
11.6% Wagoner 
13.3% \ 26.1% 
Lincoln 
13.4% 


742% 


Johnston 


Atoka 
11.4% 12.8% 


12. Bryan 


State Average 14.7% 














Data from 1980 Census. Prepared by Research and Statistits Division, Oklahoma Tax Commission. 





264 


tioning is a barrier to home ownership 
on account of disproportionately high 
tax burdens on homes, would it not 
be a wiser policy to move toward fun- 
damental reforms in the property tax 
system as a whole than to clutter further 
the property tax with an extension of 
exemptions? 

2. Analysis of homestead exemption 
leads directly and quite far into the 
question of shifting a fairly large por- 
tion of the costs of government from 
One revenue source to another and, to 
some extent, from one class of taxpayers 
to another. Homestead exemption will 
take away a considerable part of the 
assessed value base of the property tax 
structure. If budgets are maintained 
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at existing levels, one of three possible 
courses of action must be followed: 
(1) immediate upward adjustment of 
the assessment of the taxable property 
remaining after exemption or the addi- 
tion of omitted property, or both; (2) 
increase the rate to be levied on the 
assessed valuation remaining without 
any material change in assessment; (3) 
leave both assessments and levies where 
they are and replace the taxes lost 
through exemption by tapping other 
sources. The conclusion is inescapable 
that homestead exemption forces con- 
sideration of the entire question of tax 
policies and tax administration, and the 
people of any state who are enthusiastic 
about homestead exemption should be 
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certain that the end they seek cannot 
be realized unless they are willing to 
go along in a revenue program which 
will provide the necessary replacement 
funds. 

3. The results of limited studies 
already made of the probable effects 
of homestead exemption in Oklahoma 
evidence the need for further analyses. 
It would be a fiscal mistake of first 
magnitude for any state hurriedly to 
adopt a homestead exemption program 
without first subjecting the proposal to 
a strict test application to local and 
state budgetary and tax situations. This 
is the course we are attempting to pur- 
sue in Oklahoma. If Oklahoma is to 


have homestead exemption, the people 
should know what the effects will be. 
Sample analyses will indicate clearly 
what the effects on local government 
budgets and tax rates will be. Already 
these studies appear to have contrib- 


uted helpful results. Discussions of the 
exemption proposal during the summer 
of 1935 reflect much more sober and 
objective thought on the matter than 
was the case during the 1934 fall cam- 
paign. Indeed, the exemption proposal 
submitted by the Legislature to the 
people for vote next September is noth- 
ing more than a question of granting 
constitutional authority to the Legis- 
lature to enact exemption legislation 
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when and if it desires to do so. It may 
be, however, that the Legislature will 
consider the adoption of the ‘proposed 
amendment a mandate from the people 
that the amendment be validated by 
appropriate legislation. 

But this constitutional power of the 
Legislature is so hedged about by re- 
strictions that very partial exemption 
of homesteads is the maximum result 
that can be attained. In the pending 
amendment to the Constitution, the 
maximum exemption amount possible 
is fixed at $1,500, and the exemption 
shall not apply to levies for payment 
of indebtedness heretofore incurred, nor 
to any special assessment. Nor shall 
homestead valuations be exempted in 
any amount from “any and all ad va- 
lorem taxes now authorized by law and 
the Constitution for the support and 
maintenance of the common schools, 
including the extra or special ten (10) 
mill levy as now provided by the Con- 
stitution and by law.” If this is to be 
the extent of homestead exemption in 
Oklahoma, particularly in view of the 
already existing constitutional prohibi- 
tion of all ad valorem levies for state 
purposes, the entire exemption move- 
ment is practically meaningless. It will 
be a kind of homestead tax exemption 
which in operation does not effectively 
“exempt.” 





I. Air Express Service in the United States 


By WAYNE L. McMILLEN* 


Introduction 

IR express traffic in the United 
A sites is relatively insignificant 

at the present time. It comprises 
such a small part of the total movement 
of merchandise that, were there not 
possibilities of a phenomenal growth, 
one would scarcely be justified in de- 
voting his time to extended study of 
the subject. However, the volume of 
traffic has increased, on the average, 
about 55% per year during the last 
four years.!. While it seems very un- 


likely that the volume of air express 
will ever approximate the traffic of any 
of the surface agencies, yet it is not at 
all improbable that this class of ship- 
ment will become an important part of 
both tonnage and revenue of air trans- 


port companies. Because comparatively 
little thought has been given to the 
growth of this part of air carrier serv- 
ice, an attempt to ascertain what poli- 
cies are necessary and desirable in order 
to develop air express service seems 
justified. 

Present Organization of the Business. 
Air express service in the United States 
is carried on in five different ways: 
(1) by air express “‘systems,” (2) by 
“independents,” (3) by “ferry” com- 
panies, (4) by private industrial com- 
panies operating their own express serv- 


* Former Fellow in Public Utility Economics, Uni- 
versity of Illinois. The author acknowledges his in- 
debtédness to Prof. H. M. Gray of the University of 
Illinois, under whose supervision this study was made; 
to Prof. D. P. Locklin, Economist for the Bureau of 
Statistics of the Interstate Commerce Commission; 
and to Prof. F. D. Fagg, Jr. of the Air Law Institute 
of Northwestern University for their kindly interest 
in this investigation. He is especially grateful to Mr. 
W. A. M. Burden of Scudder, Stevens, and Clark who 
made his materials available for use in the preparation 
of this study. 


ice, and (5) by an airline organized to 
handle express exclusively. 

Of the “systems” there are two: the 
air express division of the Railway Ex- 
press Agency, and the General Air Ex- 
press. These two systems did about 
85% of all air express business in 1933. 
Of this 85%, General Air Express car- 
ried 2% of the tonnage and received 
over % the revenue,’ the remainder 
going to the Railway Express Agency. 
However, data for 1934 show that Gen- 
eral Air Express handled only 40% of 
the tonnage carried by both systems 
and received 38.2% of the revenue.‘ 

The Railway Express Agency is owned 
by the railroads, jointly. It handles 
the ground work for 14 airlines organized 
into a unified system spreading a rather 
complete network across the country. 
It picks up and delivers parcels, 


: TotTat ANNUAL Domestic Air Express TRAFFIC* 








Year Volume of Traffic 





359, 523 lbs. 
788 ,059 lbs. 
1,033,970 lbs. 
1,510,215 lbs. 
2,133,191 lbs. 








* Air Commerce Bulletin. 


2 Computed from Table 16, p. 57 of an unpublished 
study, “Air Express in the United States,” by W. A. 
M. Burden, of Scudder, Stevens and Clark. 

3 Jbid., Table 20, p. 67. 

4General Air Express (referred to hereafter as G.A. 
E.)—poundage, 580,432 Ibs.; revenue, $255,795. 
(Letter from L. G. Brower, General Manager, G.A.E., 
April 10, 1935.) 

Railway Express Agency (referred to hereafter as 
R. E. A.)—poundage, 870,111 Ibs.; revenue, $413,000. 
(Letter from F. S. Gorby, Public Relations Dept., 
R.E.A., February 28, 1935.) 

It is likely that within a short time the business of 
G.A.E. will be merged into the aw express division 
of the R.E.A. 
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AIR EXPRESS IN THE UNITED STATES 


solicits air express through special air ex- 
press representatives, and also through 
its regular rail express agents. It does 
the bookkeeping, part of the advertis- 
ing, and sets the rates for its air express 
service. It utilizes the service of Western 
Union Telegraph Company for picking 
up and delivering certain of the lighter 
parcels. The individual airlines belong- 
ing to the system also solicit and adver- 
tise the service. The system insures 
shipments and provides complete C.O.D. 
service. From the revenue received for 
air express the Agency subtracts its out- 
of-pocket expenses plus 1214% of the 
remainder, which applies on the over- 
head, and turns the rest over to the 
airline as its compensation for carrying 
the shipment.® 

General Air Express is an interline 
association of about six airlines cover- 
ing approximately 65% of the air mail 
route mileage in the United States. It 


provides pick-up and delivery service 
through Postal Telegraph Company for 


the member lines. In large cities the 
association has established its own sales 
forces, but the greater part of the solic- 
itation, advertising, and bookkeeping 
is done by the individual companies. 
Rates are set by a conference of repre- 
sentatives of the member lines. General 
Air Express is not a corporation. The 
feeling is that were it made a corpora- 
tion, it would be contrary to law, for 
the Air Mail Act of 1934 states that 
no company holding an air mail con- 
tract shall own stock in a company en- 
gaged in any other type of activity. 
The “independents” are those sched- 
uled air transportation companies which 
are connected with neither of the sys- 
57.C.C., Air Mail Docket No. 1. 


6 Computed from data in Burden, op.cit., Table 16, 
P. 57. 

7 Ibid., computed from Table 14, p. 55. 

8 Interview with R. W. Schroeder of Bureau of Air 
Commerce, formerly with the Ford Company, Decem- 


ber, 1934. 
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tems described above. They handle 
their own express business without asso- 
Ciation in an interline organization, or 
with the Railway Express Agency. These 
independents originated approximately 
534% of all air express in the United 
States in 1933.° 

Air “ferry” companies are those oper- 
ating usually over some route to a place 
almost inaccessible by surface facilities, 
or where surface facilities require a 
round-about routing. Examples are the 
ferry service over San Francisco Bay 
from San Francisco to Oakland and the 
former Kohler line from Milwaukee over 
Lake Michigan to Muskegon, Michigan. 
These companies originated about 11% 
of the 1933 volume.’ 

The classification under “‘private ex- 
press” includes that traffic hauled by 
an industrial firm for its own use. The 
amount hauled this way in the United 
States is negligible, although until 1932 
Ford Motor Company operated such a 
line, partly to haul its supplies and 
partly as a proving ground for the planes 
it manufactured. The United States 
army now carries some of its supplies in 
this manner. During 1933 no companies 
were operating their own planes or en- 
gaging solely in air express service. 
However, such a project was launched 
a few years ago and failed,® and another 
similar venture is starting this year.!° 

The trend is toward the two major 
systems handling an ever increasing 
proportion of air express. A serious 
lack of coordination obtains between 
these systems and when shipments are 
transferred from one to the other, a 
new waybill is required and the shipper 
must pay the full charges as if two 
separate shipments were made. Since 


9 Air Express Company offering 17-hour transcon- 
tinental schedules, 1932. 

10 Columbia Air Express—Chicago, St. Louis, Nash- 
ville & Cincinnati—Chicago Daily News, January 11, 
1935. 
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the air express business is divided be- 
tween these two systems, there is hardly 
enough traffic to justify either system 
in operating its own fast pick-up and 
delivery service even in large cities. 
These and other defects will be dealt 
with later. 

Statement of the Problem. As already 
stated, the volume of air express traffic 
is insignificant in almost any light one 
chooses to consider it. It is the step- 
child of air transport; neglected partly 
because it is the less romantic part of 
the business, and partly because at the 
very time airline executives began to 
see the possibilities of this traffic they 
were occupied in a struggle for the very 
existence of commercial air transporta- 
tion itself because of the cancellation 
of air mail contracts and the subse- 
quent low mail pay rates which resulted 
in heavy operating losses. Little in- 
centive was present for the airlines to 
commit themselves to expansion and 
experimental work with air express. 
Then too, many had at one time been 
too enthusiastic about air express pros- 
pects and, finding their hopes not so 
easy of fulfillment, had become very 
skeptical of the future of air express. 

The purpose of this study is to arrive 
at some conclusions as to what policies 
can and should be followed in order 
that air express traffic may develop to 
the place it deserves in air transporta- 
tion alongside the mail and passenger 
services. In this both the air transport 
companies and the public have an in- 
terest. To the companies, a carefully 
developed express traffic means more 
revenue, and to the public it means a 
new service having an economic func- 
tion in the movement of high-value 
merchandise. An increased revenue for 


11The materials for this study were gathered prin- 
cipally from government records in Washington, D.C., 
the company records and statistics of airlines, letters 
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the airlines renders the much debated 
subsidy to the industry less necessary, 
and thereby lessens the burden on the 
taxpayer. 

In working toward the main objective 
of this study consideration will be given 
to the question of subsidy, the best 
type of organization for the business, 
coordination, the rate structure, the 
flying of exclusive express or express- 
and-mail schedules, competition, and 
many other matters. The study will 
be organized under three major head- 
ings." Part I will present an analysis 
of air express traffic includirig its vol- 
ume, composition, direction of move- 
ment. Part II, after setting forth its 
competitive position with other forms 
of transport, will consist of an analysis 
of the cost of and demand for air 
express service. Part III will present 
proposals for rate structures and _poli- 
cies for development of the service. 


Analysis of Present Air Express Traffic 


I. Nature of Air Express Traffic 

An analysis of over 19,000 waybills 
shows that most air express shipments 
weigh very little. The results of various 
counts are summarized in Table I in 
an effort to determine the distribution 
of shipments according to weight. Of 
those shipments over 34 weighed five 
pounds or less and well over 14 were 
one pound or less. Only 10% of the 
shipments weighed more than Ito pounds 
and slightly less than 4 were over five 
pounds. 

The average weight of 137,692 ship- 
ments made in 1934 which are analyzed 
in Table II is 6.6 lbs., with a range 
from 6 Ibs. for the Eastern Air Lines 
to 7.8 lbs. for the American Airlines. 

While about 90% of the shipments 
and communications from and personal interviews with 


government officials and airline executives in Wash- 
ington, D. C., New York City, and Chicago. 
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DISTRIBUTION OF SHIPMENTS ACCORDING TO WEIGHT 








2,500 Ship- 
ments, 
R. E. A. 
August and 
September, 
1933* 


Size of Shipment 


12,648 Ship- 
ments, 
R. E. A. 
April, 1934 


All Ship- 
ments, 
(1 9,040) 
Combined 


2,500 Ship- ‘ 
ments, 
American 
Airlines 
September. 
1934§ 


1,380 Ship- 
ments, 
Eastern 

Air Lines 
out of 

New York, 

October, 
1934t 





31.6% 
45.5 
12.8 
10.1 


77.1 


Shipments 1 Ib. or under 

Shipments over 1 Ib. and not over § lbs... 
Shipments over 5 Ibs. and not over Io lbs.. 
Shipments over Io lbs 

Shipments 5 lbs. or under 








34.0% 
37-3 
13.3 
15.4 
71.6 


37-5% 
40.4 
32.2 
9-9 
77-9 


40.5% 
34-5 
12.9 
12.1 


75.0 














J. F. 

G. A. E. Daily Reports. 

R. E. A., Interview with Mr. Gorby, Dec. 1934. 
Taken directly from waybills. 


t 
t 
§ 


weigh Io lbs. or less, this does not mean 
that a substantial proportion of the 
tonnage is not derived from the other 
10% of the shipments. Often one ship- 
ment of machine parts weighs as much 
as 100 shipments of photos. Thus, this 
10% of the shipments contributes much 
more than a corresponding percentage 
of the total tonnage. In fact, an actual 
count of American Airline waybills for 
September, 1934 showed that 15% of 
the shipments weighed more than Io 
lbs. and comprised 75% of all weight 
and 50% of all revenue.” The value 
of increasing these heavier shipments 
is readily apparent, for pick-up, de- 


TaBLe II. AvERAGE WEIGHT AND REVENUE PER SHIP- 
MENT, AND AVERAGE REVENUE PER PounpD oF 
Arr Express TRAFFIC 








Average 
Revenue 
per 
Pound 
(Cents) 


Average 
Revenue 


per 
Shipment 


Average 
—_ 
Agency oO 
Shipments 
(Lbs.) 





American Airlines, 7 mos. 
of 1934* 
(21,434 shipments) 
Eastern Air Lines, 5 mos. 
of 1934* 
(9,713 shipments) 
Railway Express Agency, 
9 mos. 1934f (97,487 
shipments 
American Airlines*, Sept. 
1934 (2,500 shipments) . 
United Air Lines, samples 
from 6 mos., 1933¢ 
(6,558 shipments) 
All 137,692 shipments 
combined and weighted 


7.8 $ 2.90 -37% 


6.0 1.93 324% 


6.4 3.12 -48 


6.08 2.59 -42 


5.6 
6.6 


3-14 55 





2.97 -42 











* Taken from ors ayy § records. 
{R.. A., Interview, J. S. Gorby, Dec., 1934. 
Scheetz, op. cit., Table 9. 


Scheetz, ‘‘Investigation of Air Express Possibilities’ (unpublished manuscript), p. 48. 


livery, and overhead costs of handling 
a heavier shipment are little or no more 
than for a light one. 

Small, too, is the average revenue 
derived from each shipment. Of the 
shipments made in 1934 (Table II) the 
average revenue per shipment varies 
from $1.93 for Eastern Air Lines to 
$3.12 for the Railway Express Agency. 
This variation is attributable princi- 
pally to the greater or lesser average 
length of haul on the various lines 
rather than differences in nature of the 
cargo hauled. Combining all these ship- 
ments yields an average revenue per 
shipment of $2.97, or 42c per pound. 

Relative Importance of Various Com- 
modities According to Number of Ship- 
ments. Almost every kind of high- 
value merchandise is carried by air. 
Table III presents a list of 30 of the 
340 items carried over American Air- 
lines during a five-months’ period in 
1933, ranked according to their impor- 
tance from the standpoint of number 
of shipments. The list was made up 
from the waybills for the period. The 


infrequency of the appearance of any 


12 A few shipments of from 100 to 200 lbs. increase 
the average weight of air express shipments so that 
although 34 of the number are under 5 Ibs., yet the 
average weight is above 6 Ibs. 
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one item other than the first 30 listed 
below renders it relatively unimportant. 
The bulk of air express traffic con- 
sists of a very few commodities. Table 
IV presents an analysis of shipments 
over American Airlines and Eastern Air 
Lines, which are associated together in 
the General Air Express system, and 
those over the 14 lines of the Railway 
Express system. The items are ranked 
according to number of shipments car- 
ried, and their relative importance is 
expressed as a percentage of the total 
number of shipments over each system 
and during the period indicated. The 
last column gives the average of the 
Tasie III. Principat Commopities CARRIED BY 
GENERAL Air Express OVER AMERICAN AIR- 
LINES, Inc., JuNE-DECEMBER, 1933, IN- 


CLUSIVE, ListeD AccorDING TO NUMBER 
oF SHIPMENTS HaNnDLED* 








. Photographs 
Printed matter 
Films 
. Automobile parts 
. Advertising 
. Electrotypes 
Newspapers 
Flowers 
Checks—cancelled, blank 
. Clothing—shoes, hats, fur coats, dresses, suits, 
sweaters, wraps, blouses, leather jacket, pajamas, 
beachcoat, hose, top coat, tuxedo, bathing suit, 
buttons 
. Machinery and parts 
. Airplane parts 
. Radio and equipment 
. Securities 
. Artwork, paintings, sketches 
. Papers 
. Waybills 
. Proofs 
. Spinnerettes 
. Photo plates 
. Electric apparatus 
. Fittings—pipe, valves 
. Blue prints 
. Cotton samples 
. Advertising plates 
. Leather goods—calf finished, brief cases, suitcases, 
handbags 
. Dogs 
. Books, booklets, scrap books, pamphlets 
. Foodstuffs—spices, venison, figs, cake, walnuts, 
yeast, fish in ice, bread, honey, coffee samples, tea 
samples, flour samples, turkey, rabbits, ducks, 
corn chips, rice samples, shrimp, alligator pears, 
sausage casings 
30. Records 
i wd different commodities were carried during this five 
months’ period. 


I 
2. 
a: 
4 
5 
6 
7; 
8. 
9. 
°. 
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previous ones without weighting. It 
may readily be seen that seven com- 
modities comprise approximately 80% 
of the shipments, and four items (valu- 
able papers, advertising and printed 
matter, photos, and films) comprise 
roughly 70% of all shipments. Some 
350 items included under the heading 
“miscellaneous” comprise only about 
20% of the total number. 

The commodities which show great 
variations as among the lines are valu- 
able papers and photos. The Railway 
Express system carries a greater propor- 
tion of valuable papers than do the 
lines associated in the General Air Ex- 
press system. A partial explanation 
for this may be that the lines compris- 
ing the former connect most directly 
the great metropolitan industrial and 
commercial centers, where traffic in valu- 
able papers is much heavier; also, many 
feel the Railway Express system is some- 
what more reliable and the chance of loss 
of this very valuable cargo is less. On 
the other hand, the American and East- 
ern Airlines associated with the General 
Air system carry a larger proportion of 
newsphotos, possibly because General 
Air Express pick-up and delivery serv- 
ice is somewhat faster. 

Relative Importance of Commodities Ac- 
cording to Weight. Another measure of 
relative importance of the various com- 
modities is weight. Table V is made up 
similarly to Table IV but ranks the vari- 
ous commodities according to the weight 
of each carried by air express." 

A very few items also comprise the 
bulk of the weight. Seven commodities 
account for about 34 the total weight, 
and four items contribute over 14. How- 
ever, the ranking of the items is not 
exactly as it was in Table IV. Valuable 


13 The following analysis shows the relative impor- 
tance of the various commodities (as to weight) carried 
(Footnote 13 continued on page 271) 
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TaBLE IV. RELATIVE IMPORTANCE OF VARIOUS COMMODITIES FROM STANDPOINT OF NUMBER 
oF SHIPMENTS EXPRESSED AS PERCENTAGE OF ALL SHIPMENTS 








American 
Airlines, 
September 
1934* 


R. E. A. 
April, 
1934T 


R. E. A., 
in and 
out of 

New York, 

5 Months, 

1934 


R.E.A,, 
Samples 
6 Months, 
1933t 


Eastern 
Air Lines 
out of 


October, 
1934§ 


New York, 


Unweighted 
Average of 
Lines 
Considered 





. Valuable papers 


34.2% 


40.0% 


3-7% 


. Advertising and 
printed matter 

. Photos (news) 

. Films (and negatives)... 

. Parts: plane, auto, 
machine, tools 

. Newspapers 

. Clothing and textiles... 

. Miscellaneous 











15.2 
28.4 
11.3 


18.4 


5 
7 
8. 
5. 
4 
° 


25. 








2 
oO. 
: 2. 
Io. 5 








ts @ directly from waybills. 


. Gorby, R.E.A., Interview, Dec. 1934. This sample covers 4714% of all R.E.A. business. 


cheetz, op. cit., Table 9- 


J.S, 
18 G.A.E. Daily Reports on shipments out of Newark; includes 51% of shipments and 63% of tonnage of E.A.L. express traffic. 


papers, which comprised about 22% of 
the total number of shipments, com- 
prise only about 8% of the tonnage, 
and photos account for about 18% of 
the shipments, yet only a little over 3% 
of the tonnage. On the other hand, 
“parts” made up only 6% of the ship- 
ments while accounting for over 13% 
of the tonnage. 


(Footnote 13 continued from page 270) 
by the German air lines (Deutsche Lufthansa) during 
1933: Percentage of 
Total Weight 
1.8% 
4.9 
24.9 
21.7 
5-5 


Valuable papers and precious metals. . .. 
Printed and advertising matter 


Clothing and textiles 
Films, photos, and optical instruments. . . 


Newspapers 
22.1 


Miscellaneous 19.1 


Significant is the large amount of cut flowers and 
clothing carried by this line. The proportion of total 
weight of American traffic which cut flowers contribute 
is insignificant, while on the German lines they account 
for 22% of the traffic. While clothing contributes on 
the average 2.8% on our lines, on the German lines it 
accounts for nearly 22%. Photos and films contribute 
15% of the weight here and only 5% on the Deutsche 
Lufthansa. Advertising and printed matter account 
for 17% of the weight on the United States lines and 
only 5% on the Lufthansa. (The above table furnished 
by Mr. Burden, Letter, March 4, 1935.) 


In the case of the Eastern Air Line’s 
traffic, newspapers provided only 10% 
of the shipments, but 38% of the ton- 
nage. This latter figure is very much 
out of line with the experience of other 
companies and may be explained by 
the fact that Eastern Air Lines had a 
contract with a New York newspaper 
to ship papers by air express daily. The 
contract was gained by placing a special 
rate on papers (in larger shipments) and 
from 70 to 215 pounds of newspapers 
of this company moved over Eastern’s 


Tasie V. Revative Importance or Various Com- 
MODITIES ACCORDING TO WEIGHT* 


(Expressed as Percentage of Total Weight) 








Railway 
Express 
Agency, 
July-De- 
cember. 
1933 


Eastern 
Air Lines 
out of 
New York 
October, 
1934 


American 
Airlines, 
September, 
1934 


Item Average 





. Advertising 
and printed 

9.2% 19.8% 

5-7 


17.5 3.0 


14.5 
1.5 
5.0 


3-5 1.8 
32.0 30.7 


* Sources: Same as for Table IV. 


1.6 
3.8 
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line daily (except Saturday and Sunday) 
during the period here considered. 

Some 350 other commodities com- 
prised about % the number of ship- 
ments and a little over 4% the tonnage. 
Because of the infrequency of these 
latter items in the express traffic, one 
may well assume that their shipments 
are strictly of an emergency nature 
rather than “regular’’ traffic. 

Relative Importance of Commodities 
according to Revenue. Probably more 
important to the airline executive than 
the relative importance of weight or 
number of shipments is the revenue re- 
ceived from the various items. Data on 
American Airline and Eastern Air Line 
revenue derived from the various com- 
modities are presented in Table VI. The 
seven most important commodities con- 
tribute 24 of the revenue, while about 
350 other commodities make up the 
balance. 

Tasie VI. Revative IMportANCE OF THE VARIOUS 


CommMopITIES FROM STANDPOINT OF REVENUE* 
(Expressed as Percentage of Total Revenue) 








American | Eastern 
Airlines, | Air Lines, | Average 
September] outof | Contribu- 
1934 New York] tion to 

October, Total 
1934 Revenue 





. Advertising and 
rinted matter. 8.3% 
ilms and 

negatives 


14.0% 


16.9 10.2 13:5 

11.9 11.2 

. Parts: 
auto, machine. . 18.0 45 

. Newspapers... . 2.0 18. 

(estimated) 

3.0 1.9 

. Valuable papers 1.7 1.5 : 

. Miscellaneous..| 27.8 44.5 36. 


* Sources: Same as Table IV and V except there are no 
revenue data on Railway Express Agency system. 














Four items contribute half the rev- 
enue. Photos show a somewhat larger 
proportion of total revenue (11.2%) 
than would be indicated if more com- 
prehensive data were available. For 
the same reason valuable papers, con- 


tributing an average of 1.6% of revenue, 
should be credited with providing a 
larger proportion. Railway Express 
data would also raise the average pro- 
portion which “parts” contribute to 
the revenue. 

Summary. Table VII summarizes the 
data on relative importance of various 
commodities by bringing together the 
averages in Tables IV, V, and VI with 
additional data on average weight and 
revenue of shipments. While photos 
and valuable papers comprise a large 
proportion of the number of shipments, 
they contribute a much smaller part 
of tonnage and revenue. They yield a 
relatively high revenue per pound, but 
because the traffic in these items is 
made up of a large number of light ship- 
ments the pick-up, delivery, and over- 
head costs are much higher per pound 
and it is likely that the met revenue 
per pound on these items is less than 
on other heavier commodities. The 
relative importance of films and nega- 
tives by all standards (number of ship- 
ments, weight, and revenue) is approxi- 
mately the same (10 to 13% of total). 
Newspapers (4.4%) and “parts” (6.2%), 
while accounting for a small part of 
total shipments, contribute much more 
heavily to tonnage and revenue. 

Table VIII presents a summary analy- 
sis of the traffic of General Air Express, 
carried partially or wholly over Ameri- 
can Airlines in September, 1934. Several 
of the items which are grouped in Table 
VII are broken down in Table VIII. 
The items “advertising” and “printed 
matter” are listed separately and “‘ad- 
vertising matter” is further broken down 
into “advertising matter,” “electros,” 
“blueprints,” and “matrices.” Films 
and negatives are listed separately. 
“Parts” is broken down into “‘auto and 
machine parts” and “plane parts.” 
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Tas_eE VII. Rewtative ImporTANCE OF THE VARIOUS CoMMODITIES* 








Percent of 
Total 
Weight 


Percent of 
Total 
Number of 
Shipments 
(1) 


Item 


Average 
Revenue 


Average 
Revenue 


per 
Pound§ 
(6) 


Average 
Weight 
(Lbs.) 


Percent of 
Total 
Revenue per 
Shipment 
(3) (5) 





. Valuable papers 21.7% 
. Advertising and 
rinted matter 
ewsphotos 
. Films and negatives... . 
. Parts: auto, plane, 
machine, tools 5 
. Newspapers a 
. Clothing and textiles... ke 
. Miscellaneous 9. 


20.6 
14.8 
10.2 











1.6%t $1.64 


14.0 1.68 
11.2¢ 1.09 
13.5 3-14 


4-71 
4.18 
2.44 
4.25 














*Sources: First 5 columns same as Table IV. 


¢ Slightly low estimate because of lack of R.E.A. data on revenue. 
{Slightly high estimate because of lack of R.E.A. data on revenue. 


§ Column 5 divided by column 4. 


From the evidence here presented one 
may conclude that the vast majority of 
air express shipments are emergency ship- 
ments. Those shippers using air express 
regularly’ do so only because the com- 
modity they ship has relatively high 


4 Burden (op. cit.) estimates that 75% of all ship- 
ments are “emergency” shipments and 25% are 
“regular.” 


value and rather small bulk, such as 
valuable papers, or because speed is by 
far the most essential consideration in 
the transportation of that commodity. 
Examples of the latter are newspapers, 
newsphotos, and some films. Shipments 
of heavy auto or machine parts by air 
express would be done only in an emer- 


gency. 


TaBie VIII. ANALysIS OF THE ITEMS CARRIED BY GENERAL AIR Express WHOLLY OR PARTIALLY OVER AMERICAN 
AIRLINES IN SEPTEMBER, 1934, AS SHOWN BY Way BILLS 








Shipments 


Weight Revenue 





Percent 
of Total 
Ship- 
ments 


Number 
of 
Ship- 
ments 


Percent 


in 
Weight 
to All 
Express 
Traffic 


Average Percent 
Weight in 
per Total | Revenue} 
Ship- | Revenue] to All 
ment Express 
(Lbs.) 





2,502 | 100.0% 
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* Items arranged in order of importance according to revenue. 


t “Unknown Items’’—where shipper has not specified the nature of 


“mer dise,’’ “‘box,” “envelope,” or “‘material’’. 
t Includes 120 odd items (except the 20 listed here). 


the shipment on the waybill, using 
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2. Characteristics of Traffic Movement 


Direction of Movement in Terms of 
Volume of Traffic. The nature of air 
express traffic has been analyzed. The 
task now is to determine where this 
traffic originates and where it goes. To 
facilitate this analysis the country has 
been divided into several territories or 
districts, as indicated on Map I, to- 


wart 





AIR EXPRESS DISTRICTS, DESIGNATED FOR THIS STUDY 


OISTRICTS 
1,.NEW YORK 
2. CLEVELAND 
3. CHICAGO 
4, ATLANTIC 
S. KANSAS CITY 





6. SALT LAKE CiTy 
7 SAN FRANCISCO 
6. LOS ANGELES 
9 SEATTLE 














gether with names and numbers by 
which these districts are designated. 
The next problem is to discover how 
much traffic originates in each district 
and how much is received into each. 
Although complete data are not avail- 
able, the volume of traffic forwarded 
and received by each city on two of 
the three major transcontinental air 
lines was obtained. These were then 
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consolidated to find the amount of 
traffic shipped from and to each terri- 
tory. From these data the percentage 
of total traffic handled in each district 
was calculated. The period taken covers 
six months of 1934 over both lines, and 
the statistics include over 85,000 ship- 
ments totalling almost 600,000 lbs. of 
express. This tonnage is nearly as much 
as all domestic traffic over a similar 
period in 1933. These lines cover the 
country well enough to be representa- 
tive of all air express traffic, except 
possibly in the extreme Southeast. 

The percentage of traffic originated 
and received by each of these districts 
is presented in Table IX. It will be 
noted that a little over 14 of the traffic 
is shipped out of the New York district, 
which in turn receives nearly 1% of the 
country’s express traffic. The territory 
east of the Mississippi and north of the 
southern boundary of Kentucky origi- 
nates about 70% of the total air ex- 
press traffic and receives about 60% of 
it. The Pacific Coast districts contrib- 
ute about % the total traffic and receive 
slightly more. 

The vast territory from the Mississippi 
to, but not including, the Pacific Coast 
states contributes only 3.9% of the 


Tasie IX. Arr Express Trarric ORIGINATED AND RECEIVED IN THE VARIOUS Parts oF 
THE UNITED STATES* 
(Measured by Percentage of Total Number of Shipments, Tonnage, and Revenue over a Period 
of Six Months of 1934) 














Shipments Originated Shipments Received 
District 

Number Weight Revenue Number Weight Revenue 
1. NeW WORK. 6.0. 5...55.5 33-5% 35.0% 36.1% 31.0% 30.5% 39.5% 
2. Cleveland............. 14.9 14.6 13.0 11.5 11.9 9.5 
9. CICERO. .... 02sec eres. 21.0 20.0 20.0 19.4 19.4 17.6 
eee 2 a .2 .6 “4 .6 
5. Kansas City........... 370 2.7 2.7 53 5.4 4-4 
6. Salt Lake City......... 9 8 of 3.3 9.8 3.2 
7. San Francisco.......... 11.6 12.2 11.2 12.3 11.6 12.6 
8. Los Angeles........... 11.4 10.8 13.2 10.1 9.8 14.3 
A eer 3.2 3.3 2.9 6.7 6.4 7 























* Compiled from data gathered from the various company express reco 


cords. 
Weight and revenue data on shipments received were calculated by multiplying the number of shipments by average 
weight and revenue per shipment. 
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TaBLE X. PERCENTAGE OF THE TONNAGE OF Eaco Mayor TERRITORY WHICH IS SHIPPED 


To Eacu oF THE OTHER DistrictTs* 














FROM 
TO 
I 3 ie 9 
New York Chicago |San Francisco] Los Angeles Seattle 

District District District District District 
1. New Work District... 0.000 0000000 c)esveesee nese 51.0% 9.8% 32.7% 13.7% 
2. Cleveland District.................. 7.9% 4-9 a 5.3 2.1 
3. Chicago District.................... 44.9 <t 5.9 11.0 1.4 
aT EERE ADD LMEMIREN o5 60025 5:5 sc dsa sure i's Sef ee a crew CH OSS. Si eres tt Perera weeea red Rated Rorm na giee apes acu Sniaterka 
5. Kansas City District................ 14.2 24.5 1.2 24 8 
6. Salt Lake City District.............. 2.8 6.6 11.5 7.0 8.7 
7. San Francisco District............... 8.6 4.6 8.6 27.6 29.7 
8. Los Angeles District................. 13.6 4.5 27.7 4.6 18.9 
9, Seattle District... 0.0.0.6 05 cceneve- 8.0 3.8 34.6 10.2 24.7 




















* Scheetz, op. cit., Table 1, p. 5. Based on six months’ period 1933. 


+ Mr. Scheetz’s data did not cover this territory. 


trafic, but receives 8.6%. The Salt 
Lake City district, which covers over 
seven states, contributes less than 1% 
of the air express traffic, receiving 3.3%. 
A rough estimate shows that 15 states 
contribute 95% of the total traffic and 
receive 88%. In the New York, Cleve- 
land, Chicago, and Los Angeles dis- 
tricts more air express is shipped out 
than is shipped into them, while the 
San Francisco, Seattle, Salt Lake, Kan- 
sas City, and Atlanta districts receive 
more than is shipped from them. AIl- 
most four times as much air express 
tonnage is shipped into the Salt Lake 
territory as is originated in that dis- 
trict. 


While very little express traffic is 
contributed by the western states from 
the Mississippi River to but not in- 
cluding the Pacific Coast states, yet 
much of the traffic must pass over this 
territory. For example, over 30% of 
the traffic out of the New York district 
and 13% from the Chicago district has 
its destination on the Pacific Coast, 
hence passes over these western states. 
Similarly nearly % of the shipments 
from the Pacific Coast goes to the New 
York territory and 11% to the Chicago 
district. 

Tables X and XI show the flow of 


traffic among the various territories. In 


16 Scheetz, op. cit., Table 1, p. 5. 














Taste XI. PeErRcENTAGE oF TonnaGE oF Eacu District WHICH IS SHIPPED To Eacu 
oF THE Mayor TERRITORIES* 
TO 
; FROM 
I 3 a 8 9 
New York Chicago San Francisco] Los Angeles Seattle 
District District District District District 
1. New York Distnets 0... sleet ccctae. 69.1% 19.5% 34.0% 21.3% 
2, Cleveland District.................. 6.5% 9.2 4.1 3-7 1.0 
3. Chicago District.................... 64.1 2 19.3 14.4 12.7 
Ae  PaMR RAIMI REID ce 0) 555 Sse s <'5ts oso ti Peo 8'V 2 os cca Bre foe ew sta Sh ose Rae ceo sere WEG oak de dg naga ar en ees 
5. Kansas City District................ 9.6 9.2 15.4 2 1.0 
6. Salt Lake City District.............. 1.1 1.3 6.0 BiOte I csasodeses 
7. San Francisco District............... 4.8 4:5 9.6 34.0 44.9 
8. Los Angeles District................. 12.0 6.2 22.7 4:3 10.0 
9. Seattle District........... Pe dor Saree 1.9 3 9.5 6.6 g.1 




















* Scheetz, op. cit., Table 2, p. 6. Based on six months’ period 1933. 


+t Mr. Scheetz’s data did not cover this territory. 
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Table X is shown what part of the 
traffic of the major territories goes to 
each of the other districts. Table XI 
shows what part of the traffic of each 
district goes to each of the major dis- 
tricts.! 

Direction of Movement in Terms of 
Types of Traffic. The type of commodi- 
ties shipped into the industrial North- 
east does not differ as much from that 
shipped out of those territories as one 
might expect. This can possibly be 
explained by the fact that the volume 
of the traffic is limited to so few com- 
modities, and mainly to shipments of 
an emergency nature. With an increase 
in so-called “regular” traffic one may 
expect this difference in type of traffic 
gradually to increase. For instance, a 


great part of the volume of shipments 
to the North and East may be expected 
to be in perishable products, while in- 


dustrial products will move South and 
West. 

However, many more shipments of 
valuable papers are received into Chi- 
cago and New York areas than are 
shipped out.!? In fact, only 6% of the 
volume of traffic from New York City 
to San Francisco is in valuable papers, 
while nearly 34% of the traffic from San 
Francisco to New York is in valuable 
papers. Also, clothing comprises 10% 
of the volume from New York to San 
Francisco and only 1% of the traffic in 
the opposite direction.® Table XII 
presents the relative importance of each 
of the principal commodities in the 
total volume between New York and 
San Francisco. 

Advertising and printed matter rank 
high (37%) in shipments west to San 
Francisco, and are less than 0 of the 
volume east to New York. Films com- 


16 Jbid., Tables 1 and 2, pp. 5 and 6. 
17 Ibid., pp. 5 and 6, Tables 1 and 2. 
18 Tbid., Table A, Appendix. 
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TasLe XII. Reative ImporTANceE OF THE Various 
CommMopiTIEs IN THE TRAFFIC BETWEEN NEw 
York City anp San FRAncisco* 
(Expressed as Percentage of Total Weight) 








San Francisco 
to New York 


33.6% 


New York to 


Commodity San Francisco 





. Valuable papers... 
. Advertising and 
printed matter.... 


. Newspapers 
. Newsphotos 
. Miscellaneous .... ° 16, 

Average pounds 


per month 431 Ibs. 











* Scheetz, op. cit., Table A of Appendix; based on six months’ 
period 1933. 
prise 14 of the tonnage from San Fran- 
cisco to New York and less than 6% 
in the opposite direction. The total 
volume of traffic westward is consider- 
ably greater than that going east. 

Time of Movement. An investigation 
as to the time of day the traffic moves 
proves interesting. In analyzing the 
time of movement the traffic data of 
the Eastern Air Lines out of Newark, 
New Jersey (the New York airport) for 
October, 1934, and the United Air Line 
traffic data from all ports during De- 
cember, 1934 were available. The East- 
ern Air Line traffic out of Newark, 
however, included 51% of the shipments, 
and 63% of the weight of traffic from 
all Eastern Air Line ports during that 
month, so the data should be represen- 
tative. 

Table XIII shows the distribution of 
traffic among the various schedules of 
United Air Lines between New York 
and Chicago. The data for those cal- 
culations were taken from United Air 
Line daily traffic reports. The number 
of daily shipments was calculated by 
dividing the weight by the average 
weight of shipments over the Railway 
Express Agency system during the first 
nine months of 1934. Daily revenue 
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was calculated by multiplying the weight 
by the average charge per pound over 
the same system and for the same 
period of time. The plane loads indi- 
cated include shipments picked up at 
intermediate stops along the way. 

Taste XIII. Trarric HauLtep on THE Various 

ScHEDULES OF THE UniTeD Air LINES BETWEEN 


Cuicaco anp New York City, DecEMBER 
1-29, 1934* 








Percent 
of the Average 
Month’s Daily 
Ton- | Number| Weight | Reve- 
nageft | of Ship-| (lbs.) nuet 
mentst 


Average Daily 
Load ¢ 





Time of Departure 





$23.00 
43.00 
17.00 
22.00 


- 


won COUN NMAWS 
Nm COM 


21.50 
17.00 
11.00 


66.00 
58.50 
72.00 
118.00 
115.00 
114.50 
74.00 


PUM UVUUT WU PPP? 
KERESEE ERE EERE 














100.0% I, $774.50 








* Compiled from United Air Lines daily express reports. 

t+ Number of shipments estimated by dividing weight by 
average weight of R. E. A. shipments, first 9 months, 1934. 
Revenue estimated by multiplying weight by average charge 
per pound. 
t Includes traffic picked up at intermediate stops. 


Most of the express traffic of the 
United Air Lines is carried at night. 
Both between Chicago and New York 
and between San Francisco and Los 
Angeles approximately 80% is hauled 
on planes leaving in the late afternoon 
and night, from 6 to 8% in the after- 
noon, and about 13% in the forenoon. 
Examination of the data for traffic be- 
tween San Francisco and Chicago shows 
over 80% hauled at night. The traffic 
between Seattle and Salt Lake City 
shows very similar percentages. These 
routes (along with that of Eastern Air 
Lines) include an Atlantic coast route, 
a Pacific coast route, and a Transcon- 
tinental route. Thus these conclusions 
can be considered representative of all 
air express traffic, and certainly would 


be significant in planning exclusive 
express schedules over the trunk lines. 
All such schedules should insure early 
morning deliveries and should depart 
late in the day. On the routes between 
Chicago and New York and between 
Los Angeles and San Francisco the 
plane express loads are much heavier 
than those on the Eastern Air Lines. 
For instance, on the New York-Chicago 
trip the evening schedules carry an 
average of about 38 shipments (240 
lbs.) on each plane; average revenue 
per trip is about $115. 

The Eastern Air Lines data show a 
very similar distribution of traffic in 
respect to time of departure; 91% of 
all traffic was carried on the four eve- 
ning schedules between 4:40 and 10:50 
P.M. Sunday shipments were very few. 
During the month 3%% of all tonnage 
was trained because of bad weather or 
some other reason. 


An examination of monthly express 
statistics shows no great seasonal varia- 
tion of air express traffic. 


The next instalment, after presenting 
a comparison of air express rates with 
rates of potentially competitive services, 
will analyze the cost of and demand 
for air express service. Several pro- 
posed methods of handling the traffic 
will be discussed with a view to ascer- 
taining comparative costs and deter- 
mining the most economical methods. 
An effort will then be made to dis- 
cover whether or not rates based on 
these costs will attract sufficient vol- 
ume to develop the service to any great 
extent, thereby benefiting both the pub- 
lic and the airline. In the third and last 
instalment certain proposals will be 
made as to what policies should be 
followed if the business is to develop 
its full potentialities. 





I. The French Attack on the Housing Problem 


By WELLS BENNETT* 


Introduction 
N the past the American has en- 
joyed the conspicuous privilege of 
making his home and his place in 
the sun by individual effort. Even now 
that we have become industrialized and 
urbanized the notion that a decent 
home is the “right” of the citizen of a 
well governed nation, and that the pro- 
vision of such facilities for those who 
are without them may properly consti- 
tute a public utility is strange doctrine 
to us. Abroad, this principle has long 
been debated both in theory and in 
practical politics until now the housing 
problem is “recognized” in most Euro- 

pean national economies. 

The public housing activities of post- 
War England and Germany stand first 
in performance and have been thor- 
oughly scrutinized by students of the 
problem. These countries, each with 
2,000,000 houses to its credit since the 
War, not only surpass all others in 
volume of units produced, but must 
also command respect for the compre- 
hensive character of their programs. 
Beyond the actual housing accomplished 
such pioneers in nation-wide action are 
important because they present sea- 
soned programs and, in some degree, 
have developed distinct housing poli- 
cies. Their work may have been ex- 
perimental but only by trial and error 
has the measure of their successes and 
failures been made apparent, and sup- 
plied a basis for further action. To 
the experience of the veterans in hous- 

* Associate Professor of Architecture, University of 
Michigan. 

The author wishes to acknowledge the generous 


assistance of M. Henri Sellier, Administrator of the 
Office Public d’ Habitations of the Department of 


ing France now adds her own chapter. 

The economic setting which has cre- 
ated the problem, the response of public 
opinion in terms of remedial legislation, 
and the patterns of housing technique 
which have gradually evolved are, in 
France as elsewhere, the essence of the 
national effort. While many character- 
istics of the general problem are evident 
here, certain details are attacked with 
methods peculiarly French. The par- 
ticular section of French housing ana- 
lyzed in this study is that of the hous- 
ing authority of the metropolitan region 
of Paris as contained within the De- 
partment of the Seine. In this district 
the housing problem has been especially 
acute and here is being built the sig- 
nificant French work. 

The existence of several housing au- 
thorities in this region, two of them of 
great importance, is somewhat confus- 
ing. Although the City of Paris oc- 
cupies perhaps an eighth of the Depart- 
ment of the Seine and completely domi- 
nates its life, many Departmental activi- 
ties are distinct from those of the City. 
This is the case in housing organiza- 
tion. The City of Paris directs the 
construction and maintenance of its 
housing enterprises from its Office Public 
d’Habitations a Bon Marche in an old 
building adapted for the purpose at 42 
Rue Cardinal Lemoine not far from the 
Sorbonne, while a similar office for the 
Department of the Seine is established 
in its own ultra-modern building at 32 
Quai de Celestins, near the Hotel de 


the Seine, and of Madame A. Bonnaud, his assistant 
in charge of documents and public relations. 

Professor Jean Hebrard of the University of Michi- 
gan, formerly architect for the settlement at Genne- 
villiers, has made many helpful suggestions. 
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Ville. Not only are these offices dis- 
tinct administrative entities but their 
policies and achievements are as mark- 
edly different as the architecture of 
their respective headquarters. Such a 
difference is quite natural with condi- 
tions inherent in urban land congestion 
and the devious ways of city politics 
on the one hand, and aggressive reform 
leadership on the other. Projects in 
the City are compact five- to seven- 
story walk-ups or, in the better class, 
elevator apartments, all essentially col- 
lective dwellings. The Department, 
being partly urban, partly open land, 
offers both garden-city and urban types 
of plan in various combinations. Fifteen 
self-contained projects, varying in size 
from 150 to 5,000 dwellings, present a 
consistent general-plan development, yet 
answer the problem with a considerable 
variety of solutions. 

The so-called “Red Belt” of these 
suburbs of outer Paris has brought 
heavy political pressure for housing 
action by large-scale operations, thus 
pushing forward the Department au- 
thority; and readily available tracts of 
land have made open planning more 
feasible. But the outstanding force to- 
ward constructive action has been the 
vigorous leadership of the Departmental 
housing administration headed by M. 
Henri Sellier. 

As will be seen, public aid in housing 
has not been wholly through public 
ofices. Employer’s housing has had a 
part and a national home loan system 
has been in operation for 25 years. 
Charitable, cooperative, and other limit- 
ed-dividend groups have all done not- 
able work. Their efforts, however, have 
been scattered and the projects realized 
do not show the broad regional plan- 
ning or the progressive evolution of 
policy and design achieved by the Pub- 
lic Office of the Department of the Seine. _ 
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Following an outline discussion of 
the legislative background of French 
housing, the accomplishment of the 
housing authority of the Department of 
the Seine will be presented as a demon- 
stration of the current national pro- 
gram. General policies and methods of 
housing management will be described, 
and a survey of physical characteristics 
will summarize the results to date. Sev- 
eral variations in the pattern of housing 
practice indicate the individualism of 
the French planner, which has produced 
some interesting and promising experi- 
ments in type plan and in construc- 
tion. Finally, a discussion of costs and 
rents will permit a view of the economic 
factors in the French effort. 


The Local Scene 


With Paris as with other historic 
Cities, congestion has accompanied un- 
controlled growth. When, under the 


Second Empire, Haussmann’s grand 
> 


avenues made Paris the “City of Light,” 
the housing of the poor was little im- 
proved. To be sure, many wretched 
quarters were in part destroyed but the 
new and palatial structures lining the 
avenues failed to provide for the lower 
income classes displaced by the building 
process. Then too, the avenues stopped 
abruptly at the city gates and outside 
these toll barriers, though within the 
urban area, were the continually ex- 
panding and wholly unplanned fringes 
of the City. With the general era of 
industrial expansion a movement to the 
suburbs began and between 1861 and 
1896, while Paris had a 50% increase in 
population, the rest of the Department 
of the Seine gained 200%. In the period 
between 1896 and Ig11 the increase 
within the suburban area averaged 
30,000 persons per year.! This unre- 


1Sellier, Henri, La Crise du Logement (Paris: Serv- 
ice des Etudes et Publications Sociales, 1921), p. 19. 
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strained growth naturally gave free 
scope to the speculator. The lack of 
planned roads and transportation and 
in some degree the gregarious habits 
of the Parisian working class have made 
for compact, not to say crowded, sub- 
urban development near the City and 
around outlying industrial plants. As 
in Paris itself, five- to seven-story flats 
in compact blocks are the dwelling type 
in these suburbs. Single or row cottages 
are quite exceptional.” 

The problems created by this outer 
congestion have long been serious. 
Charts prepared from the Annual Statis- 
tics of the City of Paris and the 1911 Cen- 
sus® show, as would be expected, that the 
density of population is much greater 
in the city proper, only 6 out of 77 
suburban communes having as great a 
density as the City’s least populous 
arrondissements. Mortality charts, 
however, indicate that suburban living 
conditions are markedly inferior to those 
of the City. A survey in 1918 revealed 
23 suburban communes as overcrowded 
(in terms of persons per room) as the 
four worst arrondissements of Paris, 
while but 5 communes made as good 
a showing as the 3 best arrondissements. 
Apparently, lack of plan and regulation, 
in conjunction with French individu- 
alism, has encouraged suburban growth 
in spots of serious congestion rather 
than by the more orderly horizontal 
development characteristic of Greater 
London and Berlin.‘ 


Legislative Background 


In 1913 a commission was appointed 
for “The Extension of Paris.”> Ex- 


2 Comparing Greater London with Paris and the 
Department of the Seine, both as of 1911, Sellier shows 
that these metropolitan districts had, respectively, 36 
and 92 inhabitants per hectare. 

3 Sellier, op. cit., opposite p. 104. 

4 Adams, Thomas, Recent Advances in Town Plan- 
ning (New York: Macmillan Co., 1932), pp. 116, 237- 
238, and 282. 
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haustive reports were prepared but with 
the coming of the War all practical 
activities were necessarily postponed. 
After the armistice the housing shortage 
and the absence of a plan for Greater 
Paris were recognized as related prob- 
lems and such statesmen as Siegfried, 
Sellier, and Cornudet worked tirelessly 
for the cause. In 1919 the Law Cornudet 
legalized regional planning. This law 
was faulty in that the communes were 
authorized to make their individual city 
plans—a likely source of confusion, 
since these political units outside the 
walls directly adjoin in irregular out- 
lines like the pieces of a picture puzzle, 
are in some cases solidly built up, and 
are without natural boundaries such as 
waterways or accidents of land confor- 
mation. Rivalries between communes 
threatened to thwart the whole effort 
until an amendment a few months later 
set up a Bureau of Research for a 
“Greater Paris.” Most of the com- 
munes agreed to conform to a general 
plan and an architectural competition 
for a scheme was held and judged in 
1920. The Bureau, however, has only 
advisory powers. Various requirements 
may delay any communal project for as 
long as five years, and approval may 
finally be denied. Since the law passed 
in 1920 a dozen communes out of 77 
have gained final approval of their proj- 
ects as of public utility. 

In a further attempt to control land 
use, transportation, and housing con- 
gestion Parliament in 1929 enacted the 
Law Tardieu.? By this Act a High 


Council of Organization of the Parisian 


5A well documented account of this movement is 
given by M. Henri Descamps in a series of articles, 
“L’ Amenagement de la Region Parisienne,” 45 La 
Construction Moderne, December 22, 1929, pp. 174-8; 
January 26, 1930, pp. 257-64; and March 16, 1930, 
pp. 368-71. 

6 Jbid., p. 176. 

1 [bid., p. 370. 
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Region was set up, including in its five 
sections: general planning, legislation, 
financing, public services, and housing. 
Its jurisdiction is not confined to the 
immediate circle of Paris but includes 
four Departments coming naturally into 
the metropolitan region. The first 
activities have been to study a general 
plan emphasizing transportation, to en- 
deavor to coordinate the plans of the 
communes as set up by the law of 1920, 
and to exercise a certain zoning control. 
M. Sellier, placed in charge of the hous- 
ing section, promptly set up a policy 
whereby housing projects would be 
placed so as to further the general plan. 
The Law Tardieu marks a milestone 
in the progress of French regional plan- 
ning. The fact that the High Commis- 
sion has a membership of about 200 
yet no responsible chief executive officer 
leaves a centralization and clarification 
of powers greatly to be desired. 

The crisis in actual housing facilities 
has arisen from the chaotic urban ex- 
pansion that forced public opinion to 
the acceptance of a regional plan, but 
housing has had its own fight for public 
endorsement and its own history of 
legislation. 

In France public concern with hous- 
ing may be said to date from the Law 
Siegfried of 18948 which permitted sav- 
ings banks and certain charitable or- 
ganizations to make restricted loans. 


The Law Ribot of 1908 setting up 
Societes de Credit Immobilier (loan 
associations for granting loans to indi- 
viduals who sought to build or buy 
small homes) was the first important 
housing law.® For these loans the State 
advanced funds at 2% interest, making 


8 Barde, Pierre, Les Communes et la Question de 
L’Habitation (Paris : Recueil Sirey, 1932), p. 7. 

®*The maximum total investment per dwelling was 
set at 20,000 francs. 

10 Rapport, Conseil Superieur des Habitations a Bon 


good the difference between the rate 
of interest asked and that at which the 
State might borrow money. This form 
of aid has continued to be a factor in 
French housing activity. There are over 
300 of these societies and the loans to 
1933 totaled over four billion francs.!° 

The Acts that have been named 
sought to promote housing betterment 
through loans and subsidies to private 
enterprise but the Housing Law of 1912 
marked a forward step in public inter- 
vention. It permitted the setting up of 
“offices publics d’habitations a bon 
marche,” or local authorities, as corpo- 
rations through which the communes 
and departments could carry out hous- 
ing projects."' The special beneficiaries 
under this law were to be poor families 
with several children, a social group 
whose need was great and whose value 
to the nation could be stressed. Money 
was to be loaned from certain public 
funds but rents were to be such as would 
maintain and amortize each project. 
Under this act the Public Office for the 
Department of the Seine was created 
by a Parliamentary decree of July 18, 
1915 and the right of expropriation was 
established by another decree declaring 
a garden-city project in the Department 
to be a public utility.” Later laws have 
made this right secure and have detailed 
its application. 

Building activity under the law of 
1912 was soon cut short by the War. 
Not only were funds, labor, and manu- 
facturing directed toward the supplying 
of soldiers and munitions but increasing 
construction costs raised rents and put 
new projects out of reach of those for 
whom the legislation was intended. With 
peace and the return to normal life the 


Marche, 1933, Pp. 743. This report will be referred to 
subsequently as “Rapport, Conseil Superieur.” 

1 Barde, op. cit., pp. 8-9. 

12 Sellier, op. cit., p. 218. 
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gravity of the housing shortage became 
one of the pressing problems in France, 
as in England, Germany, and elsewhere. 
It was particularly complicated in 
France by the prior claim of the devas- 
tated regions to whose restoration patri- 
otism and the natural instincts of a na- 
tion of property owners gave first sym- 
pathy. So three-quarters of a million 
houses were reconstructed in the war area 
at a cost of ten billion francs. In the 
meantime, the housing question became 
so acute in Paris that a law of 1920 
authorized and helped finance two stop- 
gap activities. The first of these was 
the purchase by the City of Paris and 
the Department of the Seine of several 
housing projects that had been under- 
taken by private enterprise or authorized 
housing societies and had been stopped 
in various stages of construction by the 
War and attendant financial difficulties. 
In the early 1920’s four of these groups 
totaling 1,100 dwellings were completed 
by collaboration of the City and the 
Department, and some 18 groups com- 
prising 300 dwellings were finished by 
the Department of the Seine." 

A second post-War enterprise was the 
construction of “‘semi-provisory” dwel- 
lings of light construction in the hope of 
securing emergency housing facilities 
cheaply and quickly. Colonies of these 
small cottages built at Dugny and 
Bagnolet provided some 300 homes. 

Housing construction went forward 
very slowly in the early post-War 
period. Increased building costs and 
higher carrying charges made it impos- 
sible for the commercial builder to pro- 
vide new housing for the working classes 

18 Rey, A. Augustin, “Les Consequences Financieres 
de la Legislation sur les Habitations a Bon Marche,” 
an address published in 101 Fournal des Economistes 
169 (February 15, 1932). 

14 Sellier, op. cit., pp. 591-593 and 815-831. 

6 [bid., pp. 596-882. 

16 Sellier, Henri, “L’Effort Francais pour |’Habita- 
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and even the authorized loans at low 
rates and exemption from certain taxes 
failed to span the gap between construc- 
tion costs and rents possible to those in 
the lower rent groups. Private enter- 
prise gradually abandoned the field, 
for only cities, departments, or com- 
munes, subsidizing their own projects 
in addition to state loans, could make 
headway in providing new housing 
facilities. The problem became steadily 
more acute. Not only did working class 
opinion regard its needs as rights, but 
youth returning from the War demanded 
an improved standard of living. Young 
couples who had once submitted to 
being crowded with their elders into one 
small dwelling, or even into one room, 
now rebelled.!® Compared with England 
or Vienna, change was slow in France 
but in 1928 effort and agitation cul- 
minated in the Law Loucheur, the 
fundamental document of the current 
housing program. 

In forms of intervention the Law 
Loucheur"’ presents little that is new. 
Various local authorities and societies 
for collective housing and for home loans 
are continued from the earlier laws 
which had been codified in 1922. Gov- 
ernment funds are to be loaned at 2% 
interest and these loans, to be amortized 
Over a 40-year period, may amount to 
as high as 90% of the cost of the project, 
including land. As before, certain 
taxes are remitted. Construction of 
dwellings for large families is encour- 
aged by a direct grant from the State 
up to % of the cost. The Law Loucheur 
does set forth two features of special 


tion Populaire” in L’Jilustration, No. 4491 (March 
30, 1929), pp. 5-6. 

17 The text of the Law Loucheur may be found in 
F. L. Le Clerc and Guillemot Saint-Vinebault, Traite 
Practique des Habitations a Bon Marche (Paris: La 
Construction Moderne, 1929), or in 2 L’Economiste 
Francais 135-8 (August 4, 1928) and August 11, 1928, 
pp. 168-170. 
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importance. First, it is an emergency 
act with a definite program of construc- 
tion. Over a period of five years 260,000 
dwellings were to be built at an esti- 
mated cost of $480,000,000. Second, the 
State intervened to provide housing 
facilities for those somewhat above the 
low wage group by establishing the 
“medium rent” dwelling. These were 
to be built in the proportion of 60,000 
units to 200,000 of the Jower rent type. 
It was specified that the cost of a 
“moderate rent” dwelling was not to 
exceed that of the others by more than 
75%, nor to rent for more than 3.6 
times the low-cost rents. State loans 


for this improved type of dwelling might 
not exceed 40% of the cost, and the rate 
of interest was raised to 4%. 

The “‘moderate rent” dwelling may 
have been intended to placate a stable 
section of the lower middle class but 
there was also a practical thought in 


the inclusion of a group more depend- 
able as to rent payments and more 
peaceable as to social habits. The 
French blend of individualism and 
tolerance takes little offense at the mix- 
ture of classes in one residence district, 
if only family identity is kept intact. 
It has thus been possible to include the 
two rent types in the same project or 
even in the same dwelling block. 

The Law Loucheur excludes private 
enterprise and in practice appears to 
favor departmental and communal pub- 
lic offices as being more responsible 
agents and as operating on a scale 
large enough to build effectively toward 
the completion of the program within 
the time set by the Act. 

In actual practice the financial aid 
open to those constructing moderate- 


18 Rapport, Conseil Superieur, 1928 and 1929, p. 
827. 

19 Details of the Law Bonnevay are explained in 
Barde, op. cit., pp. 60-65 and 102-104. All tables will 
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rent dwellings was not sufficiently tempt- 
ing and the results were a disappoint- 
ment to the men who had put forward 
this innovation.'"® In 1930 the Law 
Bonnevay, an amendment to the Law 
Loucheur, increased possible state aid to 
moderate-rent projects to 70% and, in 
addition, authorized a third type of 
dwelling intermediate between the low- 
cost and moderate-rent types. These 
“improved low-cost” dwellings obtain 
the same state aid as the cheaper type, 
except that the interest rate is 3 in- 
stead of 2%. Such dwellings have a 
corresponding standard of dwelling space 
and may rent at rates not to exceed 
twice those of the lower scale (See 
Tables IV and V below). !° The institu- 
tion of this type was an immediate 
success. The next year there were 
applications for over $35,000,000 in 
loans for improved low-cost dwellings 
where the budget had allowed but 
$16,000,000 in credits,?° and this demand 
has continued. 


Housing Accomplishment in the 
Department of the Seine 


Descriptive Summary. The beginning 
of large-scale housing construction in 
the Department of the Seine may be 
said to date from the construction of 
634 dwellings during the War. These 
were built directly by the Department, 
a practice thereafter abandoned in 
favor of its housing authority, the Office 
Public.24. In 1916 the General Council 
of the Department voted a fund of 
$400,000 for the purchase of lands 
suitable for suburban projects” and late 
in 1918, as has been said, a decree 


appear in the second instalment of this article, along 
with their detailed analysis. 

20 Rapport, Conseil Superieur, 1930, p. 29. 

21 “Les Realisations Actuelles en Matiere d’H.B.M. 
dans le Departement de la Seine,” in 45 La Construc- 
tion Moderne 266 (February 2, 1930). 

2 Sellier, op. cit., p. 597. 
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permitted expropriation. The site of the 
proposed garden city of Plessis-Robin- 
son was at this time established as of 
public utility. During this period proj- 
ects were being planned and after the 
armistice construction slowly got under 
way. When the Law Loucheur was 
enacted the Department Public Office 
had already acquired in its various sites 
1,000 acres of land and was ready for 
immediate action.” The last five years 
have seen the realization of a major 


% Rapport, Conseil Superieur, 1928-29, p. 813. 
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part of its program of 23,000 dwellings. 

The sites of the Departmental proj- 
ects are geographically well distributed 
about Paris (Plate I). Locations varied 
as to terrain and housing needs have set 
special planning problems. _ Plessis- 
Robinson and Malabry are in beautiful 
open country with some wooded area. 
Boulogne and Charenton, on opposite 
sides of Paris and both on the Seine, 
are on very restricted sites with large 
factories and docks nearby. Drancy is 
on a flat site without trees in a district 
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of scattered and squalid settlements. 
The availability of land at reasonable 
prices and proximity to sources of em- 
ployment have been practical govern- 
ing factors, but in selecting locations 
M. Sellier has endeavored to identify 
these projects with the tentative re- 
gional plan of Greater Paris already 
mentioned. 

The material accomplishment in the 
Department of the Seine has been very 
favorably affected by the policy of the 
Office in relation to architectural design. 
For the first studies directly after the 
War first and second prize winners of 
competitions for housing projects in the 
City of Paris were chosen as being 
already experienced in what was to 
most French practitioners a new field. 
Missions were sent to study programs 
under way in neighboring countries 
and to report on their findings. For 
later work competitions have been held 
as for other public works. In the de- 
velopment of the plan a high degree of 
freedom and individuality has been 
permitted the architect. He is in charge 
of the project throughout construction 
and in some cases has made consider- 
able changes during its progress. This 
freedom has proved stimulating to the 
architects and has produced interesting 
results. 

The first projects to be carried out 
after the War were emergency in char- 
acter and are of interest mainly as part 
of an evolution. In this situation Ger- 
man and Austrian lumber interests 
endeavored to market wooden houses 
and the French Parliament considered 
acceptance of a quantity of this cheap 
housing as part of the war debt payment 
in goods. After much argument “pro- 
visory” housing was decided upon for 
quick relief. These dwellings were 


% An account of the early post-War constructions is 
given by M. Sellier, op. cit., pp. 596-882, and 1148-1163: 
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planned for a life of 15 years only and 
both group planning and building forms 
were kept very simple. The construc- 
tion, according to American small house 
practice, seems sufficiently permanent, 
with walls of hollow blocks, or with 
outer wall slabs of concrete, an inter- 
mediate air space and an inner lining 
with slabs of plaster. The interiors were 
in some cases plastered, in others pa- 
pered on the rough wall. Roofs were of 
tile. At Bagnolet these single or double 
one-story houses were box-like and un- 
pretentious but at Dugny, story-and- 
one-half cottages reveal in the curving 
street, in offsets of the building line, and 
in the greater importance given to roof 
surfaces, the influence of the English 
garden city, at that time avowedly 
the French model. The “provisory” 
type of housing, however, was not pro- 
duced in quantities large enough to 
ease appreciably the housing shortage. 
Its costs were higher than had been 
estimated, the whole notion of building 
semi-permanent dwellings had from the 
first been suspect, and the policy was 
soon abandoned. Less than Io years 
after Bagnolet was built the Office 
Public was planning the demolition of 
its houses as unfit for habitation.” 
The first 12 projects studied by the 
Department authority were launched 
in the spirit of the garden-city type. 
Some like Bagnolet, Nanterre, and 
Arceuil were indeed tiny villages and 
stopped at that stage, but the larger 
projects soon changed in character and 
in this evolution appears an important 
contribution to housing experience. 
Some, begun in the early 1920’s and still 
growing, mark the trend away from the 
cottage toward more urban types, ex- 
pressed both in the predominance of 
collective dwellings and in formality 


% Sellier, “L’Effort Francais pour L’Habitation Pop- 
ulaire”, 87 L’Iilustration 22 (March 30, 1929). 
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of design. Others are fully of the Law 
Loucheur program though even within 
that frame are many variations. After 
the waning of English influence a de- 
gree of German inspiration appeared. 
It was, however, superficial and now 
appears as but a slight trace in a modern 
manner of design which remains thor- 
oughly French. 

In exterior design the first cottages 
were not always sympathetically done 
by architects accustomed to more mon- 
umental work, and the collective dwel- 
lings that followed were tentative efforts 
to reconcile the exacting requirements 
of low-cost dwelling planning with the 
current version of the French apart- 
ment facade. In the later projects, 


however, designers have sensed the 
special problem and the special oppor- 
tunity, and have brought in more direct 
solutions. The adoption of the collec- 


tive type of dwelling group was not so 
much a swing from English to German 
ideals as it was an economic necessity 
imposed by steadily rising construction 
costs. 

The general plan of the French hous- 
ing settlement, at first featuring the 
picturesque, has become formal and 
rectilinear. Plessis-Robinson, the prin- 
cipal cite-jardin, had a first neighbor- 
hood with winding streets, but in its 
later and major development a grand 
boulevard provides a main axis and 
vista, intersected at right angles by 
more modest cross streets. Boulogne, a 
high-coverage, urban development, has 
a perimeter wall of apartments, with 
island buildings and courts within, all 
rectangular. With few exceptions the 
formal “grand plan” tradition has thus 
persisted, adapted to the economic 
necessities of low-cost housing. 

Dwellings and dwelling groups are 
used in almost every sort of combination 
in each settlement. Units of from one to 
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six rooms may be found in one apart- 
ment building, and dwellings of the three 
different rent classes may be combined 
in one block. The higher rent dwellings 
are given superior locations and are 
more spacious (cf. Tables IV, V, and 
VI), but otherwise they offer few special 
amenities. Apartment and house types 
are built in the same settlement. Gen- 
nevilliers, which began as a garden 
city with row houses, is being completed 
with large blocks of apartments on the 
principal bounding street. Suresnes, 
Plessis-Robinson, and Pre St. Gervais 
all use the outer perimeter of 4- to 5- 
story apartments, enclosing single, 
double, or row houses, or two-story 
flats within. Malabry has a three-story 
apartment development with a “sky- 
scraper” 1I2-story apartment tower at 
higher rentals. Drancy-La Muette has 
five such apartment towers 14 stories 
high, in striking contrast to the 3-story 
horizontal blocks of dwellings forming 
the rest of the community. 

Small apartments are in considerable 
demand but there are more four-room 
@partments than any other one type. A 
smaller number of 5- and 6-room dwel- 
lings is provided for the accommodation 
of the large families so elaborately sub- 
sidized in France. The usual apartment 
is rectangular in plan and the orienta- 
tion of rooms to the common stair hall 
and to light and air is like that in 
Germany and elsewhere. One unit of 
the dwelling, however, is unique and 
wholly French. It is the “salle d’eau” 
or “‘water room,” in connection with the 
kitchen and toilet. In the typical water 
room, as at Plessis-Robinson (Plate II), 
there is a short tub which is to be used 
for bathing and also as a laundry tub. 
The base of this tub is usually raised 
but even so the housewife has to get 
down on her knees to scrub clothes, 
much as she would at the riverside. The 
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kitchen sink is also in this room. It is a 
special piece of apparatus having a 
garbage receiver as an integral part of 
the fixture. Through the use of waste 
water this garbage is flushed into a 
large-diameter common _ stack and 
through sewers is led to a central drying 
and incinerating plant. An auxiliary 
feature of the typical salle d’eau is a 
“sechoir” or drying compartment, ven- 
tilated through a screened wall, where 
the laundry is hung to dry. At Suresnes, 
one of the earlier settlements, a central 
bathhouse and a community laundry 
were introduced but the idea has not 
proved popular. Unlike the Vienna or 
German social group, the French family 
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is a self-contained unit and instinctively 
dislikes any regimentation of its activi- 
ties. This sense of family insularity has 
led to the institution of the apartment 
laundry-bath. 

Even more unusual, studio apart- 
ments have a minor but well established 
place in the French scheme of housing. 
They appeal not only to artists but to 


6 Another plan of this type from Maisons-Alfort is 
shown by Bennett, Wells, “An Analysis of Housing 
Practice,” 146 American Architect 39 (June, 1935). - 


craftsmen of many kinds who may thus 
do their work and operate a small but 
independent business at home. There is 
no Bohemian connotation. These apart- 
ments with one high-ceilinged, well- 
lighted room in suite with one, two or 
three others of ordinary size present a 
special problem in planning and several 
solutions have been attempted. Rarely, 
as in the first hillside settlement at 
Plessis-Robinson, they have been placed 
in the basement. Usually they are 
located on the upper floor of an apart- 
ment block where it is easier to adjust 
ceiling levels and where they may be 
featured in the facade. A few have been 
built in two-family houses at Plessis- 
Robinson, pleasantly located in the edge 
of the wooded park. Still another type 
occurs in the urban project of Vanves 
where the two-story-high bulk of the 
studio proper is built against a four- 
story block, the other rooms of the 
studio apartment being incorporated in 
the lower stories of the larger building. 
While the traditional brick wall type 
of building still persists, construction 
problems have been attacked with par- 
ticular frankness and courage. Char- 
enton has met a special problem in 
avoiding flood conditions on the Seine 
by providing a storage warehouse sub- 
basement. Gennevilliers has an effi- 
cient and economical type of porous 
cinder-concrete wall construction, and 
Drancy offers one of the most promising 
of prefabricated systems. Pre-cast con- 
crete wall and floor units hung on a light 
steel frame are part of a novel and well 
integrated building technique. A special 
French contribution to housing experi- 
ence lies in the field of construction. 
Details of community life will be 
found well provided for. In apartment 
groups garaging space for carts, bicycles, 
and perambulators is commonly pro- 
vided in a basement with ramped 
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approach. Space for shops is usually in- 
corporated in apartment buildings at 
some central point in the general plan. 
Except for some of the compact urban 
projects, space is also allowed for the 
open market so essential to French 
domestic economy. 

As to the central heating of housing 
settlements, practice varies widely. 
Drancy-La Muette and Maisons-Alfort 
provide heat to all apartments from a 
central plant for the community. At 
Malabry small heating plants are in- 
stalled in each building. At Suresnes 
and several of the others some of the 
apartments have central heat; others 
depend on a grate fire and the kitchen 
stove. Many tenants do not want to 


pay the supplementary charge for heat. 
It must be remembered that French 
winters, though cold, are not as rigorous 
as those of Chicago or New York, and 
that European ideas of temperature 


comfort are quite different from ours. 


Although practical considerations may 
have forced the garden city from the 
French housing scene, there are appar- 
ently few regrets from the tenants, for 
the outlying settlements have been the 
most difficult to rent. The provision of 
transportation facilities is of first im- 
portance to the success of these projects, 
but the conservatism of the traction 
interests combined with the inertia of 
the Parisian working-class tenant has 
made many difficulties. The ring of 
projects is similar to those about London 
and Berlin but the transportation prob- 
lem has not worked out so happily. 
Morden, an outlying suburban develop- 
ment of the London County Council, 
is as far from downtown and work as is 
Plessis-Robinson but busses run from 
Morden to adjacent suburbs and there 
is direct tube service to the heart of 
London. The great settlement of Onkel 
Tom’s Hutte is 12 miles from Berlin, 
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while Champigny is 10 miles from Paris, 
but from the German project frequent 
U-Bahn trains pass through industrial 
suburbs to central Berlin. At Cham- 
pigny completed dwellings are renting 
slowly because the railway station is a 
quarter of a mile from the settlement 
and train service night and morning is 
poor. The success of Malabry is se- 
riously threatened by its remote location 
and the lack of an adequate common 
carrier. Few of the possible tenants of 
these projects possess automobiles. 
Housing authorities charge that trans- 
portation authorities have not given co- 
operation and that the workers are 
therefore reluctant to leave their old 
and crowded tenements, convenient to 
work and pleasure. Conservative inter- 
ests reply that the projects are ill-con- 
ceived; unsuited to housing needs by 
location and management. Neither 
opinion can be considered impartial. 
The problems of transportation in rela- 
tion to effective decentralization would 
be nearer solution if there were public 
and official backing for the regional 
plan with its improved network of high- 
ways. 

The Department of the Seine has laid 
out its communities with an accent on 
the formal plan. Special problems of 
private family life have been well 
studied and France shows us that in 
public housing there is another way than 
the socialist plan of life in common. 
In construction, experiments have been 
made which may affect all our housing 
construction and in the end enable us to 
offer better housing values. Difficulties 
in regional planning and in transporta- 
tion are a warning to those launching a 
program. 

Management. In the management of 
public housing projects the French 
have continued and adapted a familiar 
figure, that of the concierge, and tradi- 
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tional acceptance of this type of super- 
vision has doubtless smoothed the way 
of public housing administration. Em- 
ployed by the local authority this resi- 
dent manager in charge of a portion of a 
cite-jardin shows and rents apartments 
and cares for the maintenance of all 
public spaces, such as common hall- 
ways, outer courts, and playgrounds. 
He sees to minor repairs and the numer- 
ous chores of the caretaker. This posi- 
tion is often a family matter with the 
wife assuming a good share of the 
actual work and carrying it out most 
capably. Actual signing of the leases 
and payment of rents are generally done 
at a central office for the whole settle- 
ment. 

Working as part of the management 
and supported by funds of the Public 
Office are the social workers. As in the 
English Octavia Hill system these 
women humanize the public housing 


system by personal acquaintance with 
the problems of the individual families 
under their charge, endeavoring through 
these contacts to promote family and 
neighborhood harmony and betterment. 
Unlike the English system, however, 
these women do not have the manage- 


ment in charge. At Suresnes, and to 
some degree elsewhere, special atten- 
tion is given those families so unsocial 
as to be trouble-makers in a neighbor- 
hood group. 

Outside the excellent public schools 
built or being built in most of these 
settlements in the Department of the 
Seine, the social service of each com- 
munity is developing classes in adult 
education. Courses in household eco- 
nomics are given at Stains and their 
extension, with others in practical gar- 
dening and interior decoration, is 
planned for several other cites-jardins. 
There are courses in modern languages 
and technical courses for apprentices 
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in the industrial and building trades. 
For children there are courses in music. 
A chain of libraries makes reading mat- 
ter available and permits interchanges 
between the settlements. 


A health service has been established 
in most of the older settlements to give 
instruction in prenatal and child care, 
supervision in general hygiene, eye 
examinations, as well as general medical 
advice with dispensary service. These 
facilities will doubtless be provided in 
the later projects as they fill with tenants 
and become established. The City of 
Paris provides a similar health service 
for tenants of its many dwellings, em- 
ploying four physicians. The health and 
cleanliness of children are periodically 
checked. In 1932 city health workers 
gave to children 6,658 baths. 


Independent and often suspicious, 
sometimes lawless and highly commu- 
nistic in social ideas, tenant families in 
public housing present difficult problems. 
This situation the social service at- 
tempts to solve by sympathetic yet 
tactful supervision, by health and social 
education, and by encouraging individ- 
ual improvement. With these well tested 
sociological tools M. Sellier and his 
staff of workers plan to make their 
groups of dwellings come alive with 
workers’ homes.?’ 


Part II of this article will appear in 
the next issue of the Fournal. It will be 
an economic evaluation of French hous- 
ing effort in terms of accommodations 
provided, costs of the program, rents, 
and net costs, together with a brief 
summary. The tables referred to in 
this section will appear in Part II be- 
cause their analysis constitutes the 
major portion of that section. 


27 Data on social and health service are given in the 
official Rapport, Conseil Superieur, 1932, pp. 16-7 and 
1933, P- 76c. 





Public Utility Legislation in the Depression: 


II. Reorganization and Financing of Commissions 
By D. L. MARLETT and ORBA F. TRAYLOR* 


N this instalment the survey of 
public utility legislation during the 
four years 1931-1934 inclusive will 

be carried further by an analysis of 
statutory provisions for changes in or- 
ganization of commissions and their 
staffs and for their better financing by 
assessment of part or all of their ex- 
penses upon the utilities controlled. 

Because of the breadth of the sub- 

ject it will be necessary here, as in the 
first article, to omit extended comments 
or interpretations in order to allow space 
for the facts. The reader is reminded 
that the survey includes only the four 
years 1931-1934 and that the 1935 legis- 
lation will be discussed in the Novem- 
ber issue of the Fournal. 


Commission Organization 


Not all changes in the personnel and 
staffs of state utility commissions are 
are reflected in the statutes. The 
latter contain only the more basic pro- 
visions in the organic law and generally 
allow some latitude to the commissioners 
in their departmental organization and 
choice of personnel. Nevertheless, the 
statutes of nine states reveal trends of 
considerable significance.! 

Changes in commission organization 
have apparently been inspired by two 
different and at times conflicting mo- 
tives, the one looking toward economy 


* Research Assistant, Section of Rates and Re- 
search, Illinois Commerce Commission and Member of 
the Legal Publications Board, Northwestern Univer- 
sity Law School, respectively. 

For this as for the first instalment the basic data 
were prepared by the Section of Rates and Research 
of the Illinois Commerce Commission. 

For the first instalment of this article, entitled 
“Public Utility Legislation in the Depression: I. 


of expenditure and the other toward 
better regulation. The economy aspect 
is seen in statutes which reduce the 
number and/or salary of commission- 
ers and consolidate departments. The 
movement toward more effective con- 
trol, on the other hand, has led in some 
instances to increased staffs and their 
reorganization along lines intended to 
meet the heavier demands now being 
put upon them. 

Staffs have doubtless been increased 
quite as frequently as they have been 
cut; and this permits some doubt as to 
whether the net result has been economy 
or improved regulatory machinery. 

The further tendency has grown of 
making commissioners more directly 
responsible to the public and also more 
responsive to the administration by 
facilitating their removal from office. 
At the same time, an attempt has 
apparently been made to instill into 
several commissions, formerly domi- 
nated by a judicial attitude, the feel- 
ing that they are administrators who 
must vigorously protect the public in- 
terest. 

New Commissions. Only one state 
during the four-year period under re- 
view has created a public utility com- 
mission where none had been before.’ 
This was Kentucky, which established 
the “Public Service Commission of 


State Laws Extending and Strengthening Commission 
Jurisdiction,” see 11 Fournal of Land & Public Utility 
Economics 173-186 (May, 1935). 

1 Arkansas, Illinois, Indiana, Kansas, Kentucky, 
North Carolina, Oregon, Utah, Wyoming. 

2 Although several states have so extended the 
jurisdiction of their commissions as practically to have 
established them on a new basis, they will not be 
considered as “new commissions.” 
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Kentucky” with jurisdiction over the 
so-called local (including municipal) 
utilities.’ 

The Kentucky commission consists of 
three members with four-year over- 
lapping terms of office; the commis- 
sioner with the longest term of office 
acts as chairman. Contrary to the 
trend during this period, an attempt 
was made to free the Kentucky com- 
missioners from political influence by 
providing that only two shall belong 
to the same party and that “if any of 
said commissioners becomes a candi- 
date for public office or becomes a 
member of any political party committee 
his office as commissioner shall be va- 
cated ipso facto.’ Furthermore, no 
member of the commission shall be 
eligible for election to any public office 
until two years after he has ceased to 
be a commissioner. Commissioners are 


appointed by the governor with the 


advice and consent of the senate, and 
may be removed by the governor for 
cause after a public hearing, from which 
decision the commissioner may appeal 
to the courts.’ 
Changes in Size and General Organi- 
zation. In several states (Arkansas, 
Illinois, Indiana, Kansas, North Caro- 
lina, Oregon, Utah, and Wyoming) the 
number of commissioners has been re- 
duced. This represents an attempt to 
transform the more cumbersome regu- 
latory agencies into effective adminis- 
trative bodies with an economy in 
salaries, and a more precise location of 


3The Railroad Commission was left intact with 
control over transport utilities. 

Except where otherwise noted all citations are given 
in the chart on page 296. 

‘Most of the laws enacted in other states during 
this period made the governor’s power of removal 
absolute, and closed the courts to appeal by the re- 
moved commissioner. 

5 Upon petition by shippers of the State, a law 
abolishing the old elective Railroad Commission and 
substituting a one-man board appointed by the gov- 


responsibility upon the one or more re- 
maining members. An attempt to 
lower the number of members of the 
South Dakota commission was defeated 
by referendum. 

The Indiana commission was reduced 
from five to three members whose terms 
still remain at four years, each expiring 
at a different time. Removal is now 
possible “by the governor at his pleas- 
ure;” formerly this was possible only 
“for incompetency, neglect of duty, or 
misconduct in office after notice and 
hearing.”® The appointment of the sec- 
retary has been transferred from the 
commissioners to the governor. A new 
officer in Indiana is the public counselor, 
whose office will be discussed later. 

Illinois likewise reduced the number 
of commissioners (from seven to five) 
and salaries (from $7,500 to $6,000). But 
whereas in Indiana the commission has 
been coordinated with other offices under 
the department of trade and indus- 
tries,’ the Illinois Commerce Commis- 
sion was removed from the nominal 
supervision of the department of trade 
and commerce, which was dissolved, and 
reorganized into a major “department” 
of the state government.® 

In Kansas a more substantial reor- 
ganization resulted in the creation of a 
new State Corporation Commission to 
which were transferred the functions of 
the former Public Service Commission, 
Bank Commissioner, and State Charter 
Board. The Corporation Commission 


ernor was submitted to referendum and deteated by 
an overwhelming majority. 

6 Burns Ann. Ind. Stat. 1926, § 12673. 

7 Burns Ann. Ind. Stat., 1933, § 54-101, compiler’s 
notes. 

8The former department of trade and commerce 
exercised no influence over the commission, for the 
law specifically stated: “This Act shall be administered 
by the Illinois Commerce Commission created by the 
Act and in its name without any direction, supervi- 
sion or control by the director of trade and commerce.” 
(Smith-Hurd Ill. Rev. Stat. 1931, c. 111-%, § 1.) 
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now consists of three members, as did 
the former Public Service Commission, 
but with salaries reduced from $4,500 
to $3,000 per year and with the same 
four-year terms expiring alternately. 
Thus the State apparently saved the 
$5,000 salary of its former bank com- 
missioner and at least some of the 
$3,300-$3,600 salaries of his five assist- 
ants. No saving resulted from aboli- 
tion of the Charter Board, since it was 
composed of the attorney-general, sec- 
retary of state, and bank commissioner 
ex officio. Control of utilities, charters, 
banks, and speculative securities is now 
vested in one and the same commission. 

In three states (North Carolina, Utah, 
and Oregon) one-man commissions have 
been established, the former two states 
also providing two part-time commis- 
sioners paid on a per diem basis. The 
change in North Carolina abolished the 
former elective Corporation Commission 
of three members® and substituted one 
elective commissioner whose salary is 
$4,500 and two assistant commissioners 
appointed by the governor for four-year 
terms. Their stipends are $25 per work- 
ing day plus expenses, but may not 
exceed a combined total of $1,800 per 
year. The two assistant commissioners 
are to sit with the commissioner as a 
Court of Record, to be known as the 
Utilities Commission, in controversies 
involving as much as $3,000 and in 
such other cases as the utility commis- 
sioner considers of public interest. 

A similar change in Utah substituted 
for the former Public Utilities Commis- 
sion, which had consisted of three ap- 
pointive members with salaries of $4,000 
each, a commission composed of one 
full-term member, a part-time member, 
and the state engineer ex officio. The 
full-time member and part-time mem- 


* Code of 1931, § 1023. 


ber are each appointed for four-year 
terms expiring alternately in odd num- 
bered years and must belong to differ- 
ent political parties. The former’s 
salary is a maximum of $3,500 per year, 
and the part-time member is paid $10 
a day for days actually worked with 
a maximum of $2,000 per year, the law 
stating that the board of supplies and 
purchases shall fix their actual com- 
pensation. 

The Oregon Public Utility Commis- 
sioner replaced the former commission 
which consisted of three members, one 
from each of two state districts and one 
from the state at large, appointed by 
the Governor, each of whom drew a 
salary of $4,000. The new commissioner 
is appointed by the governor and is 
paid $7,500 per year, the highest salary 
provided under any of the new statutes. 
He may be removed by the governor 
at any time “for any cause deemed by 
him sufficient,” without appeal to the 
courts. As will be pointed out later, 
the commissioner is specifically charged 
with representing the interests of con- 
sumers and the public. 

Arkansas has now progressed through 
a rather interesting cycle of integration 
and redivision of functions in its regu- 
latory machinery. In 1921 this State 
established a Railroad Commission to 
take over the functions of the older 
Corporation Commission. In 1933 the 
latter was revived and the Railroad 
Commission abolished. With the new 
Corporation Commission were merged 
the Commissioner of Conservation (an 
office established in 1925) and the Tax 
Commission. By this consolidation 
seven commissioners were replaced by 
three, and salaries were reduced in even 
greater ratio. Later in 1933, however, 
functions were again segregated. A 
Conservation Commissioner was _ re- 
created as a separate state agency, and 
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a “Fact-Finding Tribunal” was estab- 
lished as a bureau of the Corporation 
Commission to aid the latter in its in- 
vestigation and regulation of public utili- 
ties. The Fact-Finding Tribunal con- 
sists of three members appointed by 
the Corporation Commission with the 
approval of the governor (and to serve 
at his will) at salaries of $5,000 per 
year, salaries which contrast with the 
$3,600 paid to members of the Corpora- 
tion Commission itself. Unlike the com- 
missioners, however, the three members 
of the Tribunal are each to be qualified 
members of different professions. The 
statute provides that “one shall be a 
skillful lawyer, one an expert engineer, 
and one an expert accountant.” One 
of the members acts as _ secretary. 
Discussion of the functions of this 
bureau is reserved for treatment below. 
In Wyoming the Public Service Com- 
mission was increased from three to 
four members by reason of the increase 
in the membership of the State Board 
of Equalization which is ex officio the 
Public Service Commission. 
Organization of the Staff. Significant 
though staff reorganizations are, only 
those few can be commented upon 
here which find their organic basis in 
specific statutory enactments. Refer- 
ence to such important staff additions, 
for example, as the rates and research 
divisions in Wisconsin and in Illinois, 
and also the office of superintendent of 
investigations and the legal section in 
the latter State, is generally to be found 
in the annual or biennial state budgets 
or in the annual reports of the com- 
missions and have not been included 
in this study of legislative changes. 
Several states, however, have made 
specific statutory changes concerning 
their public utility commission staffs. 


10 Minor changes in the law, such as those in South 
Carolina and Vermont giving commissions specific 
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The Arkansas Corporation Commis- 
sion’s Fact-Finding Tribunal, whose 


general organization was discussed above, 
is an interesting example of a staff 
bureau of investigation provided for in 
Its jurisdiction is 


the legislative acts. 
described as follows: 

“The Tribunal shall have power, and it 
is hereby made its duty, to investigate and 
make a finding of all ‘acts entering into or 
forming the basis of rates to be charged for 
any service supplied by any public utility 

. . Such investigation, and finding of 
facts, shall be made at the instance of any 
city or town council, utility company, or 
of the Corporation Commission.” 

The Tribunal is given power to 
subpoenae witnesses, administer oaths, 
compel production of records, inspect 
properties, and receive evidence. The 
law further states: “All findings of fact 
made by the Tribunal . . . shall be con- 
clusive on all parties, in the absence of 
fraud, or of error so gross as to be 
tantamount to fraud.” After providing 
for utilities’ reports of capitalization, 
financial statements, officers, contracts, 
etc., and for the maintenance of the 
Tribunal through assessment provisions 
(see next section), the law specifically 
directs the Tribunal to “furnish legal 
assistance, by its lawyer member, to 
any city or town or to the Corporation 
Commission, in any litigation involv- 
ing the reasonableness or validity of 
any rate based on a finding of facts 
made by the Tribunal under this act.” 
Thus an effective arm was extended to 
the Arkansas Corporation Commission 
for regulating utilities in that State. 

Mention should also be made of the 
office of public counselor in Indiana, 
created in 1933, and referred to above. 
The counselor may be appointed and 
removed, at the pleasure of the gov- 
vernor, and may receive a maximum 


Statutory authority to hire experts, clerical staff, etc., 
are not treated in this discussion. 
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salary of $6,000. He must have been 
a practicing attorney experienced in 
public utility affairs. He is specifically 
directed to appear in behalf of rate- 
payers and the public in all matters 
before the commission, in appeals from 
commission orders, or in suits to which 
the commission is made a party." The 
counselor is authorized to avail himself 
of the services of the commission’s staff 
and may hire such additional experts 
or clerical help as the governor may 
approve.” 

The Oregon law creates no special 
officer to represent ratepayers. Instead 
it charges the commissioner to repre- 
sent utility consumers in all controver- 
sies, and to protect them from “unjust 
and unreasonable exactions and prac- 
tices and to obtain for them adequate 
service at fair and reasonable rates.” 

Commissions usually are represented 
by the attorney-general’s office when 
they are involved in legal questions. 
The South Carolina law continues this 
relationship with the proviso, however, 
that the attorney-general is authorized 
to employ an additional legal counsel 
upon recommendation of the commis- 
sion. Similarly, the Georgia law specifi- 
cally provides for one of the six assist- 
ants to the attorney-general to serve 
the Public Service Commission as its 
special attorney, and for additional 
assistants to be appointed for special 
purposes as the governor may designate. 
The Virginia law reverted to this class 
when the office of special legai advisor 
or counsel to the commission was elimi- 
nated and its duties transferred to the 
attorney-general. 


“Tn all proceedings before the commission and in 
any court in which he shall appear, the counselor shall 
have charge of the interests of the rate payers and 
patrons of the utility and utilities involved and he 
shall give notice of such hearing to all municipalities, 
corporations, organizations and persons, parties to 
such proceedings, suit or action, other than such util- 
ity or utilities.” 


Assessing Utility Companies for the 
Costs of Regulation 


A number of states have acted re- 
cently to shift the costs of commission 
operation directly to the utility com- 
panies. Although this method of financ- 
ing commission costs is not new (several 
states having adopted it a number of 
years ago), its rapid extension since 
1930 represents a significant trend. On 
the one hand, this new source of finan- 
cial support may gradually bolster state 
regulation to the point where it can 
deal on more equal terms with contend- 
ing utility companies than formerly has 
been the case. At the same time there 
appears to be some ground for believ- 
ing that to the extent that the com- 
panies, and eventually ratepayers, are 
made to carry all costs of regulation 
(the commission’s as well as their own) 
the public may become more conscious 
of what regulation is costing. 

The rapid spread of the movement 
to assess utilities for commission ex- 
penses is directly traceable to the si- 
multaneous demand for relief to tax- 
payers and the heavier volume of ex- 
pensive rate work demanded of the 
commissions. Also evident is the feel- 
ing that utility regulation should pay 
its own way by indirectly levying upon 
consumers some of the cost of securing 
rate cuts. Some of the statutes, too, 
indicate the attitude that companies 
which engage the commission in ex- 
tended rate controversies should bear 
part or all of the expense they cause. 

It should be clearly realized, however, 
that commission expenditures have not 





12 The influence of the governor on the above office 
is readily apparent. Such influence was also increased 
over the commission staff as a whole by the amend- 
ment using the words “The governor may employ” 
experts, etc., in place of the wording: “The commis- 
sion is authorized, with the advice and consent of the 
governor, to employ ....” (Burns Ind. Stat. Ann. 


1933, § 54-106). 
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necessarily been increased by the full 
amount of the assessments they now 
levy upon the utilities, since assess- 
ments are in the class of revenue meas- 
ures and expenditures of state organi- 
zations are controlled by legisiative 
appropriations. The assessments in 
many states have merely added to the 
general funds of the state governments. 
Perhaps this fact has in itself encour- 
aged larger appropriations to the com- 
missions. Also a few states have given 
their commissions access to all assess- 
ments collected by direct authorization 
to expend the amount of the fees re- 
ceived. Others have established re- 
volving funds. 


The principal aspects of the assess- 
ment laws to be noted are: (1) How 
much of the commission’s expenditures 
are billed to the utilities, i.e., its entire 
expenditures or only the costs of rate 
or other investigations? In the latter 
event, are salaries of regular employees 
or only the out-of-pocket cost of addi- 
tional employees retained for the pur- 
pose so billed? (2) In what manner are 
assessments made? (3) Is any top limit 
put upon the amount that companies 
must pay? (4) Who gets the assessment 
money—the state treasury, the com- 
mission itself, or the individual em- 
ployees of the commission who are paid 
directly by utility companies on vouch- 
ers certified by the commission? (5) 
What is done with the money paid to 
the commission or state treasury? 

Nature of Commission Costs Assessed 
against Utilities. The problem of financ- 
ing state regulatory functions is so 
largely local that each state commis- 
sion and legislature has its own ideas 
on the subject and incorporates them 
into what becomes a collection of hetero- 
geneous provisions. Nevertheless, cer- 
tain common practices are evident. In 


general, the costs which may be assessed . 


against a utility company are of two 
classes: (1) expenses of special in- 
vestigations into its affairs; and (2) 
its pro rata share of the total expense 
of maintaining the commission. Special 
investigations, in turn, are of two gen- 
eral types: (a) those for examination 
of a utility’s rates or service, including 
valuations and appraisals; and (b) those 
made on a utility’s petition for author- 
ity to issue securities. A further distinc- 
tion is made in the cost of special in- 
vestigations—namely, that the costs 
may include salaries and expenses of 
both regular and temporary employees, 
or of temporary employees only. In 
the legislation on this subject during 
the years 1931-1934 inclusive are ex- 
amples of all these types of assessments 
with combinations of them in certain 
cases'® and variations in others." 

The assessment provisions in Wiscon- 
sin are outstanding in that they con- 
sist of a combination of direct and in- 
direct cost assessment laws, which assess 
all commission costs (except a few 
miscellaneous items, such as commis- 
sioner salaries) against the utilities reg- 
ulated, and which define “‘special inves- 
tigations” for direct assessment purposes 
in a broad manner. Occasion for assess- 
ment of direct costs arises whenever the 
commission 

“shall deem it necessary in order to carry 
out the duties imposed upon it by law to 
investigate the books, accounts, practices 
and activities of, or make appraisals of the 
property of any public utility, power dis- 
trict or railroad or to render any engineer- 
ing or accounting services.’ 

These costs are assessed against utili- 
ties (which include public plants in this 
State), power districts, or railroads. In 
addition, the commission assesses against 
these corporations the costs incurred in 





13 Note especially Oregon, Washington, and Wiscon- 
sin in the following discussion. 
4 Such as Arkansas and Wisconsin. 
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*Continuation of corresponding chart in first instalment of this article referred to above. 
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investigating their petitions for author- 
ity to issue securities, and against mu- 
nicipalities the costs of special services 
in proceedings involving municipal 
acquisition of private plants. At the 
end of the year the balance of assess- 
able commission expenses (after de- 
ducting special assessments) is charged 
to the utility companies in proportion 
to their gross intrastate operating rev- 
enues. 

In a somewhat similar fashion the 
Oregon Commissioner assesses all costs 
of special investigations against the 
utilities in case of applications for au- 
thority to issue securities and where 
the commissioner finds 


“any charge of the utility investigated to 
be excessive, or any practices of the utility 
to be unreasonable or improper . . . if the 


” 


offense be found by him to be serious... ”’, 


Thus a punitive clause is introduced 
into the Oregon statute as a variation 
from other types of laws. Still another 
unique provision is found in the Oregon 
law. In case the Commissioner requires 
an emergency appropriation to supple- 
ment the regular gross receipts fee 
assessed to maintain his office,” and 
has it approved by the emergency 
board, he may thereupon demand and 
collect this amount from the utilities. 
Thus the office of Public Utility Com- 
missioner in Oregon is fully supported, 
as in Wisconsin, by assessments on 
gross receipts to cover not only regular 
but emergency expenditures, and by 
special assessments. 


15 The gross receipts fee unlike the Wisconsin assess- 
ment is graduated with a top limit of $4,000 (except 
for emergency assessments) and was established long 
before the period here reviewed. In 1933, however, 
these fees were increased in amounts, as were many 
petty fees. 

16 Rem. Rev. Stats. 1934, §§ 10417, 10418. 

17The Alabama law was originally passed previous 
to the period under review to provide for support of the 
commission by assessment against utilities of a grad- 
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Washington, too, now has a combina- 
tion of general maintenance and special 
investigation assessment provisions. The 
general maintenance, gross receipts fee, 
however, was originally levied in 1921 
and now amounts to \ of 1% of gross 
intrastate revenues®, In 1933, the 
Legislature appropriated $250,000 for 
rate investigations and valuations of 
utility properties and authorized the 
Department to assess all costs of these 
proceedings against theutilitiesinvolved, 
in order to recover most, if not all, of 
the special appropriation. However, the 
law does not expressly apply to investi- 
gations of petitions for authority to 
issue securities. 


Besides the above laws embodying 
both direct and indirect assessments 
(the combination group), several stat- 
utes provided for total maintenance of 
the commissions by one general assess- 
ment. This group includes Alabama,}’ 
Arkansas, Kentucky, and South Caro- 
lina. The Arkansas law, however, 
applies only to the expenses incurred 
by the Fact-Finding Tribunal, and the 
South Carolina law to the costs of ad- 
ministering the electric utilities act.18 

Akin to the general maintenance pro- 
visions, and also to the special investi- 
gation laws to be discussed below, are 
the hybrid provisions to be found in ~ 
the Virginia and West Virginia ° laws. 
These statutes are referred to as hy- 
brids because they raise only the costs 
of special investigations but employ for 
this purpose the gross receipts fee more 
generally used to provide for the entire 


uated gross receipts fee. In 1932, however, this fee was 
increased in amount and the previous top limit of 
$3,000 was eliminated. 

18 The South Carolina Commission expenditures in 
administering previously passed acts are similarly 
assessed against the corporations regulated. Cf. Code 
of 1932, §§ 8249, 8250. 

For a discussion of this state’s new 1935 utility 
legislation, see the next issue of the Fournal. 
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support of the commissions. Thus all 
companies are made to bear the costs 
of reports, appraisals, and other in- 
vestigations which may be made of only 
part of their number. 

A number of states enacted laws for 
assessing against utilities only the costs 
of special investigations. These seven 
states (Arizona, Illinois, Kansas, Louis- 
iana, New Hampshire, New York, and 
North Dakota), however, do not charge 
the utilities for the full costs of regula- 
tion; they charge only for special in- 
vestigations, as variously defined in 
their laws, and the commission charges 
are paid only by the utilities being in- 
vestigated. 

The New York law, although very 
broad in scope, does not expressly apply 
to investigations of petitions for au- 
thority to issue securities.2° It applies 
to any proceeding in which the com- 
mission 
“shall deem it necessary in order to carry 
out its statutory duties, to investigate the 
operations, service practices, accounting 
records, rates, charges, rules and _ regula- 


tions, or to make valuations, or revalua- 
tions of the property of any public utility.” 


All costs incurred in such proceedings 
are to be assessed against the utilities 
involved. Arizona’s assessment law con- 
tains similar, though not as comprehen- 
sive, provisions,”! for only the costs of 


20 However, new fees are provided for this purpose, 
graduated on the basis of the amount of securities to 
be issued. 

21 The law applies whenever the commission “shall 
deem it necessary to investigate the books, accounts, 
practices and activities, and/or make appraisals of 
the property of any public utility, except common 
carriers.” 

2 “Such utility shall not pay any part or portion 
of the compensation, salary or expenses of any mem- 
bers of the Arizona Corporation Commission, or its 
successors, or any person who is related by blood or 
marriage within the third degree to any member of 
the Corporation Commission, or its regular employees, 
or of any state officer, his deputies, assistants or em- 
ployees.” 
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temporary employees must be paid by 
the utilities investigated.” In Illinois, 
Louisiana, and Virginia the commissions 
may assess against the utilities costs of 
special investigations of their rates or 
services, with no provision for assessing 
those costs incurred in investigating 
proposed security issues. The Illinois 
law applies only to “any proceeding 
before the Commission involving the 
determination of rates or services.” The 
Louisiana law applies to any examina- 
tion “for the purposes of fixing and regu- 
lating the rates charged or to be charged 
or services to be rendered... . 

In the above general class is the 
Kansas law, which isa variation, how- 
ever, in that it is even more punitive 
in nature than the previously discussed 
Oregon law. Ali commission costs are 
assessed in speciai investigations when 
the commission shall find rates unrea- 
sonable, practices unjust, or service in- 
adequate, 


“Provided, that such order shall not _be- 
come operative unless the matter .. . shall 
have been finally determined, by appeal or 
otherwise, adversely to such public utility.” 


In New Hampshire® and North Da- 
kota the assessment laws appear to 
apply only to investigations of rates. 
However, under a New Hampshire law 
of 1921, this commission assesses against 
the utilities its costs incurred in investi- 
gating petitions for authority to issue 
securities.24 The North Dakota law, 
on the other hand, does not assess the 


2% The New Hampshire laws provide: “Whenever 
any investigation shall be necessary to enable the 
commission to pass upon the reasonableness of the 
rates or charges by a public utility, the utility shall 
pay to the commission its expenses involved in the 
investigation . . . but not including any part of the 
salaries of the commission.” 

This same section of the law previous to amend- 
ment in 1931 applied only to any investigation “‘neces- 
sary to enable the commission to pass upon any pro- 
posed increase in rates.” 

% Public Laws, c. 238, § 35. 
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costs of investigating proposed security 
issues, but only those incurred for hear- 
ings, investigations, and proceedings in 
rate matters. 

Manner of Assessing Fees. The vari- 
ous assessments described above are 
levied in several ways which may be 
briefly summarized. Fees may be levied: 
(1) as a percentage of, or in proportion 
to, the gross receipts of all utilities in 
the state in the case of general main- 
tenance assessments; and (2) by mere 
rendering of bills to utilities investigated 
for the amount of expenses actually in- 
curred by commissions. There are, of 
course, combinations of, and variations 
from, these two types. 

The states with both the general 
maintenance assessments and the special 
investigation assessments (Oregon, 
Washington, and Wisconsin) levy the 
former on all utilities regulated on the 
basis of their gross intrastate revenues, 
and the latter on only those utilities 
which are investigated by rendering 
bills for expenses incurred. Oregon and 
Washington, however, are to be dis- 
tinguished from Wisconsin in the case 
of general maintenance assessments in 
that their fees are a definite amount of 
the utilities’ gross intrastate revenues, 
while the Wisconsin fee is the so-called 
remainder assessment computed at the 
end of the year by deducting from total 
assessable commission expenses those 
which are assessed as special investi- 
gation fees, and apportioning the “re- 
mainder” to all utilities in the State 
in proportion to their gross intrastate 


%* The laws use various terms, such as “gross re- 
ceipts,” “gross earnings,” and “gross revenues,” but 
it appears in all cases that the legislative intent is 
to levy the fees upon the basis of the gross amount 
of intrastate business billed to customers. 

* The fees are graduated, however, on the basis of 
the amount of gross intrastate revenues. 

*7 See note 25, supra. 

*8 $35,000 per year for the administration of the 
electrical utilities act in South Carolina and $75,000 
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revenues.” In Oregon and Washington 
the general maintenance fee‘is assessed 
independently of the special investiga- 
tion fee;?> in Wisconsin it is dependent 
upon the amount of expenses incurred 
by the commission and the amount 
assessed for special investigations. 

The four states with only the general 
maintenance fees (Alabama, Arkansas, 
Kentucky, and South Carolina) levy 
them against all utilities in the state 
according to their gross intrastate reve- 
nues.2”7. The Alabama fee is a specific, 
graduated levy, while in Arkansas it is 
a flat levy ($2.00 per $1,000). In Ken- 
tucky and South Carolina, however, the 
legislatures appropriated definite sums 
for the commissions®® to be apportioned 
to the utilities. 

Virginia and West Virginia are the 
states with hybrid assessment provi- 
sions—a general fee against all utilities 
to be used for special or additional in- 
vestigations. In the former State the 
fee is 710 of 1% of gross intrastate re- 
ceipts;?® in the latter State a definite 
appropriation of $90,000 a year for two 
years ending in June, 1935 was charged 
against the utilities in proportion to 
their gross intrastate business.*° 

The seven states which assess only 
costs of special investigations against 
the utilities being investigated (Arizona, 
Illinois, Kansas, Louisiana, New Hamp- 
shire, New York, and North Dakota) 
do nothing more than render bills to 
the companies to cover the commission 
costs. The states provide for enforce- 


per year for Kentucky. For the first 214 years begin- 
ning in 1934, however, the Kentucky act provides for 
the $75,000 to be raised by a tax of My of 1% of the 
assessed vatue of the utilities’ property. 

29 Increased from \» of 1% as established in 1924 and 
estimated to produce $88,500. The Corporation 
Commission was appropriated an additional amount 
of approximately the same size for regulating utili- 
ties, of which $35,000 was also designated for special 
investigations. 

39 See p. 297, supra. 
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ment of the commission’s orders to 
utilities to pay the bills rendered, but 
permit an appeal to the courts in case 
of a dispute as to their reasonableness 
or constitutionality.*! A unique provi- 
sion in North Dakota, however, states 
that in case of non-payment of any bills, 
the commission is to report them to the 
State Board of Equalization to be 
assessed against the property of the 
utilities and collected as a regular prop- 
erty tax, which “shall be paid as a 
condition precedent to the right of ap- 
peal from any order or decision of the 
Board of Railroad Commissioners.” 

Statutory Limits on Utility Payments. 
With the exception of Wisconsin, those 
states with general maintenance (or 
indirect) assessment laws provide for 
definite fees based upon gross revenues 
or for definite sums to be apportioned 
upon the basis of gross revenues.” 
These fees or sums are themselves stat- 
utory limits to the amounts that the 
utilities must pay. This is true also 
for Virginia and West Virginia, where 
a specific fee in the former state and a 
definite sum in the latter are provided 
for the purpose of special investigations. 
Since the Wisconsin general mainte- 
nance assessment is dependent upon the 
amount of commission expenses and the 
amount assessed for special investiga- 
tions, a specific fee or definite sum could 
not be fixed in the law. The “remainder” 
assessment in this State, therefore, is 
limited to a proportion of the utility’s 
gross intrastate revenues—% of 1% in 
any one year. 

Two of the three states which have 


31Tn the critique of legislation enacted during the 
depression, to be given in the final instalment of this 
series of articles, a brief review of the court tests of 
the various laws will be made. 

® Specific fees in Alabama, Arkansas, Oregon, and 
Washington; specific amounts to be apportioned in 
Kentucky and South Carolina. 
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special investigation assessment laws, 
in addition to the general maintenance 
assessments, provide for a statutory 
limit to the amount that utilities must 
pay for special investigations, in the 
form of a percentage of gross intrastate 
revenues. In Wisconsin this limit is 
4% of 1% in any one year, which com- 
plements the above general maintenance 
fee limit of % of 1%. In Oregon the 
total of general maintenance fees* and 
special investigation fees may not ex- 
ceed % of 1% of the utility’s gross intra- 
state revenues in any one year. This 
limits the total assessments to 50% of 
what the Wisconsin commission may 
levy. Washington, the third state with 
both direct and indirect assessment 
laws, has no statutory limit upon 
assessments for a special investigation. 

Three (Kansas, Louisiana and North 
Dakota) of the seven states with only 
special investigation assessments do not 
have a statutory limit upon what utili- 
ties must pay. In Kansas, however, the 
punitive provisions* tend in a measure 
to protect the utility companies from 
unjust investigations, for the commis- 
sion can collect its costs only in case 
the matter is finally determined ad- 
versely to the utility. 

The Illinois and New York laws pro- 
vide for special investigation assessment 
limits in any one year of % of 1% of 
the utility’s gross intrastate revenues. 
In Arizona the law is a little more 
liberal, the limit being graduated with 
the amount of the utilities’ gross rev- 
enues. The fees in any one year may not 
exceed 2% of the first $200,000 of 
revenue, 1% of the next $800,000, and 


33 In Oregon there is also a limit to the amount of 
emergency general maintenance fees (discussed in the 
first part of this section) that a utility may be assessed. 
The emergency fee cannot exceed 100% of the regular 
gross receipts fee paid for maintenance of the com- 
missioner’s office. 

4 See p. 298. 
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34 of 1% of all over $1,000,000.% New 
Hampshire, the last state to be men- 
tioned, provides for an assessment limit 
in any one year of % of 1% of the 
utility’s existing valuation.® 

Collection and Disposition of the Fees. 
In almost all states the state treasurer 
is the final recipient of the fees assessed 
by state commissions against utility 
companies. In eight of the 16 states 
he is also the collecting agency.*” In 
three states the commission is the col- 
lecting agency which then turns the 
funds over to the treasurer,®* while in 
one state (New York) the law provides 
that the funds are to be turned over 
by the commission to the Department 
of Taxation and Finance. The Arizona, 
North Dakota, and Virginia commis- 
sions may collect the fees and use them 
directly 1 in paying their expenses. Louis- 
jana is unusual in that the expenses 
are to be paid by the utility companies 
directly to the person or persons certi- 
fied by the commission as having ren- 
dered services or furnished supplies. 

Concerning use or disposition of the 
funds collected, the laws contain a 
variety of provisions. Apparently, in 
those states in which commissions are 
fully supported, the fees are held in 
special commission funds, some of which 
require legislative appropriations to 


% It should be recalled, however, that only the 
costs of temporary employees may be assessed in this 
State. (See note 22, supra.) 

% This appears to be quite liberal, for assuming that 
a utility “turns” its capital once in every five years, the 
New Hampshire commission can assess utilities five 
times as much as can the Illinois or New York com- 
missions, 

37 Arizona, Illinois, Kansas, Kentucky, Oregon, South 
Carolina, West Virginia, and Wisconsin. 

38 Alabama, New Hampshire, and Washington. 

8 Kentucky, South Carolina, West Virginia, and 
Wisconsin. 

A revision of the Michigan general assessment law 
(originally passed in 1921) takes Michigan out of the 
group which may use the funds directly upon collec- 
tion and transfers it to this group which must secure 
a legislative appropriation. 
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make them available for defraying com- 
mission expenses; ** others are appropri- 
ated by law directly to the commission.*° 

Of those seven state commissions 
which assess only the costs of special 
investigations against utilities, two of 
them (Arizona and Kansas) have access 
to all collected fees for payment of their 
expenses. In New York a distinction 
is made between the portion of collected 
fees representing expenses and salaries 
of temporary employees, and those of 
the regular commission staff. The 
former portion is put into a $300,000 
revolving fund, which was established 
by the law, again to be used by the 
commission. The latter portion is paid 
into the state general revenue fund and 
is not again available to the commis- 
sion except by legislative appropria- 
tions. Louisiana procedure has been de- 
scribed. In the other states in this 
group (Illinois, New Hampshire, and 
South Carolina) it appears that the 
collected fees are credited to the state 
general revenue funds and the commis- 
sion must obtain a legislative appropria- 
tion for authority to use them. 

The remaining articles of this series 
will survey the 1935 public utility 
legislation and conclude with a critical 
summary and interpretation of all pub- 
lic utility legislation since 1930, Federal 
as well as state.” 


40 Alabama, Arkansas, Oregon and Washington. But 
later in 1933 Oregon passed a law (Laws, c. 405) 
stating that the public utility commissioner’s fees 
should be paid into the general fund of the State for 
general state expenses. It seems, however, that the 
fees referred to are only a portion of the various 
ones assessed by the commissioner for no appro- 
priation was provided for the latter in the 1933 laws. 

4t This projected outline, however, may be subject 
to some change in order to allow for inclusion in the 
series proper or in a separate article a discussion of the 
legislation of the period affecting public ownership of 
utilities. The volume of such legislation, together with 
the amount of enactments on assessment of costs, pre- 
cluded publication of both subjects in this issue of the 
Journal as originally planned. 
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Group Rehabilitation of Depreciated Properties 


HERE are few cities and towns in the 

United States which do not face both 
a social and an economic problem of what 
to do about depreciated districts. At a time 
of widespread unemployment, it seems 
logical to utilize the unemployed to make 
our American cities more desirable places 
in which to live, to improve their facilities, 
and to get rid of friction and conditions 
which are wasteful of human life and effort. 

To date, however, so-called slum clear- 
ance has met with very little success. Prog- 
ress has been made in the analysis of the 

roblem. In this connection the work of the 
and Utilization Committee of the New 
York Building Congress has been significant. 

For the past two years between 100 and 
250 technical men have been assigned to the 
staff of the Committee and it has been my 
privilege to serve in a volunteer capacity 
as the director of studies. The Committee 
was formed under the chairmanship of 
Ralph Reinhold to study the problems of 
land usage and their effect upon construc- 
tion and the design of buildings. The men 
who were gathered together in this group 
included architects, engineers, professional 
economists and statisticians, and one banker. 

When the use of technical men on relief 
payrolls was offered to the Committee, it 
was at once apparent that a golden oppor- 
tunity had presented itself for gathering 
field material. Men were sent into selected 
depreciated districts with instructions to 
gather data respecting the physical condi- 
tion of the buildings therein and their 
economic and social condition as well. 
Careful examination was made of rents and 
vacancies and also of the various items of 
outgo. It was found at once that a pre- 
ponderant share of expense went into futile 
maintenance charges. 

The Committee’s findings appear to point 
the way to a rehabilitation of depreciated 
properties by a different approach from that 
usually associated with pe oor although 
it is familiar enough in the case of industrial 
enterprise. Any industrialist knows that 
when his gross income declines he must 
combat a shrinking market with a reduction 


in the cost of the service furnished. Owners 
and mortgagees of real estate also realize 
that costs must be reduced and they are 
likely to think of buying less fuel, doing less 
repairs, and paying less to janitors and other 
employees. Real estate has been slow to 
appreciate what a past generation taught to 
industry—namely, that combination and 
improved industrial methods can effect 
savings so that industry may increase the 
effectiveness of the man power which it 
employs. 

Looking at the problem from this point of 
view it was assumed at the outset that the 
Land Utilization Committee had been called 
in as adviser to at least a block of owners in 
a distressed neighborhood. In this capacity 
the Committee pointed out that a rear- 
rangement and improvement of the space 
offered for use might produce economies 
which would show a way out of the diff- 
culties involved. For example, in the first 
block studied, 12 of the 24 property owners 
were losing money after paying taxes and 
maintenance charges but prior to the pay- 
ment of interest on mortgages. Two of the 
24 buildings were found to be earning 60% 
of the net income for the whole block. 
Forty per cent of the space in the block was 
found to be vacant. 

It was demonstrated that those buildings 
in the poorest condition could be demolished, 
such few tenants as they contained ac- 
commodated in other buildings, and the 
block operated without loss of income and 
with reduced outgo as a result of saving on 
maintenance cost and taxes. The initial 

roposal was equivalent to putting the entire 
Block in the hands of a trustee with instruc- 
tions to administer it as one entity, charging 
to each owner a proportionate share of 
the reduced expenses and crediting him with 
savings in the same proportion. 

It remains to be seen whether or not the 
owners of real estate, particularly of urban 
real estate, will be alive to the possibilities 
of group action. There can be little question 
but that our changing habits of life have 
had their effect upon the methods of land 
usage and, conversely, accepted methods of 
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land usage have imposed limitations upon 
methods of living. Our modern apartments 
have followed the limitations of the original 
boundaries laid out for the use of single- 
family homes. The restrictions of the nar- 
row lot have been the chief cause’ of narrow 
courts and bad distribution of open spaces. 
We are only beginning to learn what may be 
possible through designing and constructing 
in larger units. 

The alternative between the multi-family 
dwelling and the single-family home is not 
the sole issue. The single-family home, re- 
garded as an individual unit and placed on 
an individual lot without consideration of 
the neighborhood of which it is a part, has 
little stability. Changing forces in the 
neighborhood, whether they be economic or 
social, will affect the rate of both deprecia- 
tion and obsolescence. Some form, there- 
fore, of group control or group protection is 
as essential to the single-family home as to 
the multi-family dwelling. 

The multi-family dwelling, as we know it 
to date, has been largely a niakeshift. In the 
first stage, two or more families have been 
brought into the depreciating dwelling in 
an attempt to make it earn in spite of the 
fact that obsolescence and depreciation have 
destroyed its original purpose. Through 
congestion it may then appear that the 
value of land has increased and accordingly 
the attempt is made to replace an original 
makeshift with a building designed as a 
multi-family dwelling. We have fallen into 
the error pf thinking that intensive land use 
was the only remedy, whereas the majority 
of our land was being put to uneconomic 
and wasteful use. 

Progress has been delayed today for lack 
of a proper method for designing on a large 
scale for properties that already have been 
cut up into individual small holdings. The 
situation is further complicated by mortgage 
liens, tax liens, leases, and other restrictive 
contracts which are dependent upon the 
maintenance of the boundary lines between 
individual plots of property. 

The Land Utilization Committee, in a 
very early stage of its studies, determined to 
seek facts and to make an economic analysis 
of the condition of individual properties, 
especially in depreciated sections. Approxi- 
mately 80 blocks in New York’s notorious 
Lower East Side were surveyed in detail 
and data were gathered concerning mort- 
gages, general income and outgo, vacancies, 
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physical condition of the properties, and the 
expenditures for maintenance and taxes 
considered as a percentage of gross income. 
In another section of the City, ‘in the Negro 
belt of Harlem, a similar study was made 
covering 40 blocks. Here, however, addi- 
tional material was gathered to relate gross 
rents paid to the income of occupants of 
the buildings. Details were gathered re- 
specting family incomes in 16 blocks. In- 
come was broken down by types of heads of 
families and others earning income; rent was 
then expressed as a percentage of family 
income. The third section of the City se- 
lected was a one- and two-family neighbor- 
hood in the Borough of Queens where com- 
parisons were possible between rented and 
owned homes and the high cost of prevailing 
financing methods. 

After gathering the field data, functional 
studies were started. For example, some 
1,600 of the so-called “old law” tenements 
(built prior to 1901) were analyzed for the 
cost of maintenance. Buildings were classi- 
fied by percentage of occupancy and by size. 
It was readily demonstrated that even with 
100% occupancy the cost of maintaining 
this antiquated type of narrow, ill ventilated, 
and unsanitary building was exorbitantly 
high. Maintenance costs were found to run 
from 30 to 70% of gross rents and to amount 
to double and treble the amounts paid in 
taxes to the City, which latter costs have 
been held to be so burdensome to owners of 
real estate, especially in congested sections. 

The conclusions to be drawn from the 
material gathered by the Land Utilization 
Committee and such functional interpreta- 
tions as have been completed, all point 
clearly to a need for group action and group 
cooperation on the part of owners. A de- 
partment of the work has already taken up a 
study of the legal obstructions to such type 
of action. Two test blocks have been se- 
lected. Meetings of owners were called and 
the proposal laid before them that the entire 
block should be united for rehabilitation 
and improvement. The owners of Block 
330-B formed a committee which has been 
holding regular meetings. A method for 
appraising and apportioning the differing 
interests of owners and mortgagees has 
been worked out and drafts have been made 
of a certificate of incorporation and by-laws. 
The owners’ committee in this initial block 
is convinced that far more will be possible 
through joint action on the part of the 
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owners than through a program which con- 
templates taking the properties away from 
the owners and the rebuilding of blighted 
areas by governmental agencies. When 
property is taken, there must be given, 
according to the American Constitution, 
just compensation, and compensation in- 
cludes payment for the potential or future 
value of which the owner is deprived as 
well as for the loss of present use of the 
property. For this reason, any program of 
taking by a governmental agency involves 
high capitalization, whereas joint action by 
owners does not build up new burdens 
which must be paid for before the use of the 
property can be changed. 

The work of the Land Utilization Com- 
mittee has thus developed from an analytical 
examination of particular groups of depre- 
ciated properties into a series of analytical 
studies of obstacles in the way of property 
improvement. The program aims to lessen 
the economic difficulties which have done 
harm to real estate and restricted its develop- 
ment. It aims to set up new machinery to 
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break down the barriers against cooperative 
action on the part of a neighborhood, and 
it aims to create a machinery for expressing 
and maintaining community standards. It 
seeks its objective through pointing out 
that pooling of properties for improvement 
is worth while and more economical than 
present individual operation. The program 
is based on the belief that the day has come 
when property will have value only for the 
service which it can render. The operation 
of property for income will become generally 
more important and more profitable than 
continued speculative sale and turnover. 
It is believed that property can be operated 
in large units by stock corporations and the 
sale of the stock of going enterprises will 
become the means for transferring ownership 
rather than the present system of selling and 
reselling individual parcels of real estate for 
speculative gain. 

ArTHuR C. Ho.pen. 
Architect; Director of Studies, 
Land Utilization Committee, 
New York Building Congress. 


Recent National Legislation Affecting Home Financing 


VERY session of Congress since 1931! 
has enacted important legislation 
having to do with the system of 

financing the buying, building, repair, or 
owning of homes. The present session of 
the 74th Congress is no exception. On 
May 28, 1935 the signature of President 
Roosevelt completed the enactment of H. 
R. 6021, Public No. 76 “to provide addi- 
tional home mortgage relief, to amend the 
Federal Home Loan Bank Act, the Home 
Owners’ Loan Act of 1933 and the National 
Housing Act, and for other purposes.” 

In addition to the major Fel dis- 
cussed here, this Act provides a number 
of minor amendments in the operation and 
administration of the Federal Home Loan 
Bank System, Home Owners’ Loan Corpo- 
ration, Federal Savings and Loan Insurance 
Corporation, Federal Savings and Loan 
System, and the Federal Housing Adminis- 
tration. The principal purpose of these 
changes was to improve the operation and 
usefulness of these governmental agencies 
by incorporating into them those things 
which experience had shown to be useful 
or necessary. 

Probably the most important section of 
this Act is Section 11 wih increased the 


authorized bond issue of the HOLC from 
$3,000,000,000 to $4,750,000,000 and at the 
same time definitely prevented the Corpora- 
tion from accepting further applications for 
relief-refinancing loans beyond a period of 
30 days after the signing of the Act. On 
November 15 the Board of Directors of 
the HOLC announced that they would ac- 
cept no more applications because servicing 
those already on file would require all the 
$3,000,000,000 previously authorized. The 
additional bonding capacity of the HOLC 
given it by H. R. 6021 was intended to 
permit it to make all eligible loans for 
which applications had been filed up to 
November 6, and further, if eligible, appli- 
cations received in the 30-day period after 
signing of the Act. 

This period expired on June 27, 1935. 
Accordingly, the HOLC may now take no 
more applications and definite steps have 
been taken to terminate the relief-of-mort- 
gage-distress activities of the Corporation 
and to confine it to the collection and liqui- 
dation of loans previously made. While 
complete figures are not available as to the 
funds needed to serve eligible applications 
received in that 30-day period, it is gen- 
erally understood that not nearly so many 
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were received as were anticipated. It is 
expected that the increased borrowing ca- 
pacity will be more than adequate to carry 
out the direction of Congress, so that the 
HOLC will not need to ask again for further 
funds. This means that home financing is 
being returned to private institutions. 
Possibly next in importance is Section 17 
which makes available $300,000,000 of the 
total authorized bond issue of the HOLC 
to be used for investment in savings, build- 
ing and loan associations, whether they 
operate under state or Federal charter and 
without discrimination in favor of Federally 
chartered associations. The purpose of this 
section is to help bridge over the period 
when the HOLC ceases its operations and 
the time when private home-financing insti- 
tutions have available from the general 
public sufficient funds to take care of all 
demands for sound home-mortgage loans. 
So long as this $300,000,000 is available, 
those local home-financing institutions which 
are in sound condition will have adequate 
funds to meet home-mortgage needs in 
their communities. In this way semi-gov- 
ernment funds for home financing will be 
made available through institutions already 


set up and equipped in experience and per- 

sonnel for sound, businesslike operation. 
Section 7 contains a rather important 

amendment to the Federal Home Loan Bank 


Act. It authorizes such banks to make 
advances to non-member mortgagee insti- 
tutions upon the security of mortgages in- 
sured under Title II of the National Hous- 
ing Act. To be eligible to secure such ad- 
vances, mortgagees must be “chartered 
institutions having succession and subject 
to the inspection and supervision of some 
governmental agency and whose principal 
activity in the mortgage field must consist 
of lending their own File,” Essentially, 
this was intended to mean commercial 
banks, savings banks, insurance companies, 
and similar financial institutions rather than 
the usual type of mortgage company which 
is not supervised by a governmental agency. 
Inasmuch as it apparently is impractical 
to expect private capital to form national 
mortgage associations to create any sort of 
national market for mortgages insured under 
Title II, this provision was intended to 
give a possible source of liquidity for such 
mortgages held by financial institutions. 
Advances may be up to 90% of the unpaid 
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principal of the mortgages given as security. 
Sections 23, 24, 25, and 26 amend Title 
IV of the National Housing. Act which 
established the Federal Savings and Loan 
Insurance Corporation to insure accounts in 
savings, building and loan associations. The 
most important amendment is reduction of 
the premium to be paid for such insurance 
from % of 1% of the total amount of the 
accounts of its insured members to \% of 
1%. The possible additional assessment is 
also reduced from % to \% of 1%. This 
and some minor amendments will undoubt- 
edly make insurance of accounts more at- 
tractive to many building and loan asso- 
ciations. Except for associations organized 
under Federal charter, not many institu- 
tions have had their accounts insured be- 
cause of what was felt to be excessive cost 
and unduly restrictive measures in the 
original Act. Increased participation in 
the insurance-of-accounts program should 
bring a larger flow of public funds to these 
institutions, thus increasing the amount of 
home-financing funds available. 


Section 28 amends Title I of the National 
Housing Act so that loans for repair and 
modernization purposes, which will be given 
free insurance by the FHA, may be made to 
the amount of $50,000 instead of $2,000, 
the previous limit. However, the $2,000- 
limit still holds so far as repair and modern- 
ization loans on homes are concerned. The 
amounts up to $50,000 are permitted on 
real property such as apartments, hotels, 
office or other commercial buildings, hos- 
pitals, colleges, or manufacturing or indus- 
trial plants. It was thought that a substan- 
tial amount of repair and modernization 
work and consequently of employment in 
the construction fields could be stimulated 
if these larger projects were undertaken. 
Accordingly, the possibilities of Title I in 
increasing employment are expanded by 
this change but the FHA loses some of 
its emotional appeal as an agency primarily 
concerned with the problems of the home 
owner. 

Section 30 amends Title III of the Na- 
tional Housing Act which provided for the 
incorporation of national mortgage associa- 
tions. Such associations may now be or- 
ganized with a capital stock of as little as 
$2,000,000; the previous minimum was 
$5,000,000. Also, such national mortgage 
associations are authorized to issue 12 times 
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the aggregate par value of their outstanding 
capital stock in notes, bonds, debentures, 
or similar obligations whereas the previous 
limit was Io times. This amendment was 
intended to make it easier to form national 
mortgage associations. In spite of the often 
expressed thought that the RFC might fur- 
nish most or all the capital for one or more 
such national mortgage associations, pri- 
vate capital has so far not been sufficiently 
interested to undertake their organization. 

In general, the legislation in H.R. 6021 
has been very constructive. Practically all 


of it is pointed toward additional use of 
private capital in home-mortgage financing. 
While the effects of this legislation will be 
of long-run rather than emergency nature, 
its soundness should be beneficial in re- 
creating the home-mortgage system of the 
country. 

A. D. THEOBALD. 
Instructor in Real Estate, 
Northwestern University; Director 
of Education and Research, 
American Savings, Building and 
Loan Institute. 


The Power of the Federal Government to Condemn Land 
for Slum Clearance and Low-Rent Housing 


N JULY 15, 1935 the United States 
Circuit Court of Appeals, Sixth 
Circuit, by a two to one vote, affirmed 

the decision of the District Court for the 
Western District of Kentucky, which had 
-held that slum clearance and _ low-cost 
housing projects were not a public use for 
which the Federal power of eminent domain 
could be exercised.! 

The court discussed three issues of law: 
(1) Is Congress authorized under the Con- 
stitution to levy a tax and make appropria- 
tions for a comprehensive program of low- 
cost housing and slum clearance? (2) Has 
the United States Government the right to 
exercise its power of eminent domain in 
order to carry out such a program? (3) Is 
the power given by the Naticnal Industrial 
Recovery Act to the President or his Public 
Works Administrator, to determine the 
details of such a program, an illegal delega- 
tion of legislative power? 

The majority opinion, written by Judge 
Moorman, and concurred in by Judge Hicks, 
discussed all three questions but passed on 
only the second. In her dissenting opinion, 
Judge Florence Allen found squarely in 
favor of the Government on all three issues. 

Since the majority of the court did not 
pass upon the preliminary question of 
whether the Federal Government has power 
to engage in slum clearance or low-rent 
housing projects, this point may be disposed 
of briefly. The majority failed to find in 


1 The opinion of Judge Dawson in the lower court is 
reported in United States of America v. Certain Lands 
in the City of Louisville, etc., 9 Fed. Supp. 137 (1935). 
For a discussion of that decision and of the decision of a 
New York Court in New York City Housing Authority 


that part of the Constitution which gives 
Congress power “to lay and collect taxes 

. » to pay the debts and provide for the 
common defense and general welfare of the 
United States” (Article I, Section 8, Clause 
1) the necessary authority for the slum 
clearance and low-cost housing activities 
of the Federal Government. Judge Allen in 
her dissent took the opposite view, citing 
many activities of the Federal Government 
for which Congress now imposes taxes and 
makes expenditures but which are not 
specifically provided for in the Constitution. 
The court dismissed the matter with the 
statement: ‘Assuming but not conceding, 
that the Government has the power to en- 
gage in slum clearance and low-cost housing 
enterprises, does this power carry with it 
the right to exercise its power of eminent 
domain?” 

Under the Fifth Amendment to the Con- 
stitution of the United States, private prop- 
erty can only be condemned for a “public 
use.” The court pointed out that the liberal 
interpretations of “public use” cited by 
counsel for the Government were made in 
cases involving the validity of state legisla- 
tion in which the primary question was 
whether the legislation violated the Four- 
teenth Amendment to the Constitution of 
the United States. The court said: 

“The term ‘public use’ as applied to the Federal 
Government’s power of eminent domain is not sus- 
ceptible of precise definition under the Supreme Court 


decisions. It includes, of course, property needed for 
use by the public through its officers and agents in 


v. Muller, et al., see comment by Coleman Woodbury, 


11 Journal of Land & Public Utility Economics 195 at 
196 (May, 1935). The article also contains the facts 
in the Louisville case. 
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performing their governmental duties. [Citing author- 
ity.] The trial court was of opinion that it means use by 
the Government in carrying out its legitimate govern- 
mental functions, or a use in relation thereto open to all 
the public though practically available only to a part 
of it. The Government contends that it means any use 
which will promote the general welfare through benefits 
or advantages conferred upon a considerable number of 
residents of the community ... ” 

“Decisions dealing with condemnation proceedings 
are to be considered in the light of the powers possessed 
by the sovereign seeking to exercise the right. What is 
a public use under one sovereign may not be a public 
use under another. [Citing authority.] The state and 
federal governments are distinct sovereignties, each 
independent of the other and each restricted to its own 
sphere. [Citing authority.] Neither can invade or 
usurp the rightful powers or authority of the other. 
[Citing authorities.] In the exercise of its police power 
a state may do those things which benefit the health, 
morals and welfare of its people. The Federal Govern- 
ment has no such power within the states . . . Thus in 
these and other cases involving state action the court 
dealt with the subject of public use as it pertained to 
the powers of the sovereign claiming the right to take. 
It must be similarly dealt with in the case at bar. As 
so considered with reference to the Federal Govern- 
ment, it does not, in our opinion, include the relief of 
unemployment as an end in itself or the construction of 
sanitary houses to sell or lease to low-salaried workers or 
residents of slum districts.” 


In other words, the majority refused to 
uphold the contention of counsel for the 
Government, that the federal power of 
eminent domain may be exercised to aid or 
effectuate the purposes of any legitimate 
program of the Government. On this point, 
Judge Allen said: 


“ 


. . . ‘but there is a domain which the States can- 
not reach and over which Congress alone has power; 
and if such power be exerted to control what the States 
cannot it is an argument for—not against—its legality.’ 

“The problem of slum elimination throughout the 
nation lies within a domain which the individual 
states cannot reach and over which the Congress alone 
has power. This is an argument for—not against—the 
legality of this enactment so far as it constitutes an 
exercise of the taxing power to provide for the general 
welfare. Here the Congress, in my judgment, is exer- 
cising a power expressly conferred and ceded to it by 
the states in taxing and making appropriations for these 
purposes.” 


Slum clearance and low-rent housing 
ventures, said the majority, would create a 
new resource for employment of labor and 
capital, would enable many residents of the 
community to improve their living condi- 
tions and these group benefits might be 
beneficial to the general public so far as it 
affects them. Such a purpose does not con- 
stitute a public use, said the court: 

“If, however, such a result thus attained is to be 


considered a public use for which the Government may 
condemn private property, there would seem to be no 


reason why it could not condemn any private property 
which it could employ to an advantage to the public. 
There are perhaps many properties that the Govern- 
ment could use for the benefit of selected groups. It 
might be, indeed, that by acquiring large sections of the 
farming parts of the country and leasing land or selling 
it at low prices it could advance the interest of many 
citizens of the country, or that it could take over fac- 
tories and other businesses and operate them upon 
plans more beneficial to the employees or the public, 
or even operate or sell them at a profit to the Govern- 
ment to the relief of the taxpayers. The public interest 
that would thus be served, however, cannot, we think, 
be held to be a public use for which the Government, 
in the exercise of its governmental functions, can take 
private property. The taking of one citizen’s property 
for the purpose of improving it and selling or leasing it 
to another, or for the purpose of reducing unemploy- 
ment, is not, in our opinion, within the scope of the 
powers delegated to the Government.” 


The dissenting opinion meets this con- 
tention by stating: 


“The specific question is narrow in scope. It does not 
involve nor hint at the condemnation of farm land nor 
the operation of factories. It is whether a national low- 
cost housing and slum-clearance project involves a 

ublic use. In my opinion taxation and appropriation 
ie the Congress are authorized under Article I, Section 
8, Clause 1, for low-cost housing projects to relieve un- 
employment so wide-spread as that which existed when 
this Act was passed, and this constitutes a public use. 
However, apart from the purpose declared in the 
statute, of creating nation-wide employment, this 
property is sought to be taken for a public use. Low- 
cost housing and slum-clearance subserve a public 
purpose, and when national in scope, they fall within 
the constitutional powers of the National Government. 

“The slum is the breeding place of disease and crime. 
Also slum clearance cannot be completely effected 
without low-cost housing. If disease and crime are to 
be rooted out of slum neighborhoods, the residents must 
be placed in homes which they can rent or buy. The 
wrecking of the rookeries must be followed by new 
and inexpensive housing. 

“The Congress had declared that this is a public use. 
A declaration so made will be respected by the courts 
unless the use be palpably without reasonable founda- 
tion. 


It has often been pointed out that no 
satisfactory definition of public use can be 
formulated. As a result, the courts decide 
each case on its own merits. The District 
Court chose to adopt the “narrow view” 
which limits public use to use by the Govern- 
ment itself or a use or service open to all or 
a part of the public as a matter of right. 
Theoretically, the Circuit Court of Appeals 
adopted neither the “narrow view” nor the 
“liberal view.” It simply came to the con- 
clusion that the purpose for which the land 
in this case was desired was not a public use. 

It is submitted that the reasoning of the 
majority is rather weak. It proceeds on the 
basis, that, if housing is a public use, then 
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there is no limit to what can be called a 
public use and eventually a taking by the 
Government of all private property for 
almost any purpose for which the public 
— benefit in some way, would be up- 
eld. 

In view of the desirability of deciding each 
case on its own merits, the fears of the 
majority seem properly disposed of by Judge 
Allen’s dissenting remarks that only slum 
clearance and low-rent housing were in- 
volved in this case. The District Court 
below, like the majority in the Circuit 
Court of Appeals, had indulged in the same 
kind of reasoning. The answer to it was 
well expressed by Mr. Coleman Woodbury 
in discussing the decision of the lower court 
in the May, 1935 issue of this Yournal, 
when he said: 


“It seems to me that this same argument could be 
used with equal force against condemnation for rail- 
ways, power lines and other generally recognized pub- 
lic uses. Two of the chief characteristics of these recog- 
nized public uses are: (1) they are uses essential to the 
healthy, economic and social life of the country (which 
may or may not be true of the industrial use); and (2) 
much more significantly, they could not be successfully 
carried on under most circumstances without the power 
of eminent domain for acquiring the needed property. 
Practically no consideration is given to these points in 
the opinion of the Court.” 


If the reductio ad absurdum argument is 
to be the test for public uses it is unlikely 
that any taking, not of a type already 
established by judicial decision, could be 
allowed, in either federal or state cases. It 
is true that most of the liberal decisions as 
to what constitutes a public use have in- 
volved state legislation, but there seems to 
be no valid reason why the same liberal 
principles enunciated by the Supreme Court 
in those cases should not be applicable to 
cases involving federal public uses. The 
Supreme Court of the United States has 
upheld the taking of private property by 
the Federal Government for a game bird 
reservation, and has upheld the taking of 
the Gettysburg Battlefield for a memorial 
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park, on the theory that they were public 
uses. The reductio ad absurdum theory is 
more than applicable to those cases. 

The majority of the court was not im- 
pressed with the finding by Congress that 
the projected program was a public use. 
Apparently also, it did not Pt the doc- 
trine that legislation is presumed to be con- 
stitutional unless the violation of constitu- 
tional rights is conclusively shown. In the 
opinion of the writer, the doubt as to whether 
the federal housing program is for a public 
use would more than justify a decision in 
favor of the constitutionality of the legisla- 
tion. 

Limitations of space do not permit a dis- 
cussion of the question as to whether the 
legislation authorizing the housing program 
was invalid as an illegal delegation of legisla- 
tive power. The majority indicated some 
doubt on the point, while the dissenting 
judge upheld the validity of the provisions. 
In any event, the defect, if any, is not funda- 
mental, as new legislation could cure it. 

It is important that a final determination 
be had as to whether the Federal Govern- 
ment can engage in slum clearance and low- 
rent housing projects, and if it can, whether 
or not it can exercise its power of eminent 
domain. For this reason an early appeal to 
the Supreme Court of the United States is 
desirable. In the meantime the present 
program can be continued to a large extent. 
In the cases where it is necessary to con- 
demn property in order to assemble the 
needed land, the condemnation can be under- 
taken in the state courts, by state or city 
governments or their appropriate agencies, 
such as housing authorities. It can also be 
undertaken under recent legislation enacted 
in several states, which grants the Federal 
Government the power to use state con- 
demnation for public works projects. 

Ira S. Rossins. 


Counsel, New York State 
Board of Housing. 
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Michigan Enacts a Rural Zoning Law 


R over 20 years those conversant with 
conditions in northern Michigan have 
pointed repeatedly to the clear and 

overwhelming evidence of malutilization of 
the region’s natural resources and the 
resultant maladjustment of the political 
and social communities there. Major evi- 
dence is the ten million acres of tax de- 
linquent land, the thousands of abandoned 
farms, the many disappearing and decaying 
villages, decreasing population, fifteen mil- 
lion acres of cut-over and fire scarred forest 
land, the rising cost of local government, 
and the confiscatory taxes. 

This evidence led the Michigan Academy 
of Science 15 years ago to recommend as a 
first step that “an inventory of the idle land 
Districts be taken,” which presently resulted 
in the organization of the Land Economics 
Survey Division of the State Department of 
Conservation. This Division gathered and 
compiled such evidence for 10 years, but not 
until a few years ago was public opinion 
deemed sufficiently strong so that the director 
of the survey dared to analyze and to inter- 
pret the data without fear of discrediting his 
entire fact-finding organization. Wisconsin 
by that time had adopted a rural zoning 
law, and it became increasingly apparent 
that a similar step would have to be taken 
in Michigan. 

Then, last winter the Land Use Ad- 
visory Committee of the State Planning 
Commission, after being approached by a 
newly elected senator of the minority party, 
drafted the necessary bill—not so much in 
the hope of securing passage of the measure 
at this year’s session of the Legislature, as 
in hope that the educational effort and pub- 
licity might result in its passage at some suc- 
ceeding session. The technical sponsors 
underestimated the weight of the many 
years of evidence and the bill not only be- 
came a law during this session but secured 
unanimous support in both houses and with 
the signature of the Governor became 
Public Act 44, Session of 1935. 

The new act is not considered a perfect 
piece of statute writing because political 
strategy dictated that a township zoning 


law (P. A. 79, 1929) applying only to build- 
ings be made the vehicle for the new meas- 
ure. Nevertheless, the act gives broad and 
basic authority to zone for any or all natural 
resources on a county or inter-county basis. 
Individual townships have no control over 
zoning which should avoid the pernicious 
influence against public interest by small 
selfish groups who might prevent adequate 
and proper zoning in particular localities. 
However, to secure local support, the prin- 
ciple of rural zoning, but not the specific 
zoning ordinance, must be approved by a 
majority vote at a county-wide referendum 
in which voters of incorporated places par- 
ticipate before any zoning in that county 
can become effective. Voting on the prin- 
ciple rather than the specific ordinance 
should prevent petty bickering over tech- 
nical details and specific provisions which 
might easily lead to popular disapproval. 
Under the law it is possible in the unincor- 
porated portions of counties to regulate and 
restrict the location of industries and build- 
ings and to restrict and determine the areas 
within which given forms of land use would 
be prohibited or encouraged. The county 
would be divided into districts of such 
number, size, and shape as necessary and 
regulations imposed in each “. . . designat- 
ing the use of land for trade, residence, 
recreation, agriculture, forestry, soil con- 
servation, and water supply conservation 
. .. ”, the purpose, of course, being “ 
to promote public health, safety and general 
welfare . . . and the conservation of prop- 
erty values and natural resources... . 
The adoption of a specific plan and zon- 
ing restrictions for any county lies within 
the power of the county board of super- 
visors. However, before any zoning or- 
dinance can become operative it must be 
approved by the State Planning Commis- 
sion. That body is authorized to cooperate 
in preparing plans with the county plan- 
ning committee, a committee of from three 
to seven members appointed by the county 
board of supervisors, bas! it cannot force the 
supervisors to adopt any plan they do not 
approve of. Nevertheless, the State Plan- 
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ning Commission’s veto power will protect 
the State’s interest and where ordinances are 
adopted insure that they are sound and for 
the public good. In this way it will be pos- 
sible to coordinate effectively the plans of 
adjacent counties. 

State participation in the enactment of 
rural zoning ordinances is perhaps more vital 
here than in a state like Wisconsin, because 
of the large areas of state land which in 
Michigan would be affected by such zoning 
provisions. 

All zoning ordinances before becoming 
effective must be presented at a public 
hearing previously advertised in an official 
paper or a paper of general circulation in the 
county. Revisions of a zoning ordinance 
follow through the same procedure as the 
original ordinance. Appeals from a specific 
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provision of the ordinance are heard by a 
joint board of appeals made up of an equal 
number of Bish of the county planning 
committee and State Planning Commission. 


It is hoped that this state act will facili- 
tate the withdrawal of marginal areas from 
agricultural production under the A. A. A., 
in addition to the usual benefits accruing to 
zoning legislation, such as lower govern- 
mental costs, more effective governmental 
service, protection of rural investments, 
elimination of the exploitation of ignorant 
land users, concentration of rural settlement, 
all improving the social and economic 
status of the community. 


P. A. HERBERT. 


Professor of Forestry, 
Michigan State College. 


A Farms Area Map of Wisconsin* 


AND economists, planners, and geogra- 
phers constantly use land utilization 
maps of states or regions. Basic to 

making an official zoning map in a rural 
county are maps showing forest land, land 
in farms, recreational land, and tax de- 
linquent land. These are usually large de- 
tailed maps showing every description of 
land as found on the assessment and tax 
rolls of the county. Land utilization maps 
for larger areas must be based on more 
general data, such as Census and Crop 
Reporting Service figures. The most com- 
mon of such maps is a “dot” map in which a 
given dot indicates a certain acreage of 
crops, or an acreage of cultivated land or 
woodland. Maps of this kind can be used to 
show the exact location of the land in ques- 
tion but cannot show the exact proportion 
of the area occupied by this land use unless 
the dot scale is made proportionate to the 
map scale. Many dot maps are thus too 
heavily dotted in relation to area upon the 
map; some are too lightly dotted. 
Occasionally land economist and geogra- 
pher need a map which shows the exact 
proportion of the area of a given political 
unit or region in various land uses but for 
which adequate basic data are not in exist- 
ence. For instance, in connection with the 
land planning work of the National Re- 
sources Board in Wisconsin numerous maps 


* The accompanying map was prepared in the winter 
of 1934-5 under the auspices of the National Resources 


were prepared showing data by civil towns. 
To complete the series of maps and to make 
possible regional comparisons between the 
Northern Cut-Over Region of Wisconsin 
and the agricultural sections of the State, 
it was necessary to construct a map showing 
the proportional part of each civil town in- 
cluded within farm boundaries. The town, 
which is the rural minor civil division in 
Wisconsin as in New England, is the unit 
upon which all maps had been constructed. 
The area of land in farms by towns was 
available in the published reports of the 
United States Census; what was lacking was 
the area in acres of these minor civil di- 
visions. If this were known, it would have 
been a simple matter to calculate the per- 
centage of the town in farms and to show the 
proportion by appropriate map methods. 

The area of the 1,280 towns of Wisconsin 
had not been determined with the degree of 
accuracy needed for the farms area map but 
the task is not impossible, and is being car- 
ried on at the present time under the joint 
auspices of the Crop Reporting Service and 
the College of Agriculture of the University 
of Wisconsin. 

Wisconsin, in common with all states west 
of the Appalachian Highland except Ken- 
tucky, Tennessee, and Texas, has the govern- 
ment land survey of 36 square mile town- 
ships. These 6-mile-square government 


Board. At the time the writer was serving as Wisconsin 
Land Planning Consultant for that Board. 
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townships should not be confused with the 
towns, which are merely subdivisions of the 
counties for purposes of government. Many 
of the towns, especially in southeastern and 
north-central Wisconsin, correspond exactly 
in size and shape with the government town- 
ships. In cases of this sort it is compara- 
tively easy to determine the area of the 
town, because the acres in the township are 
recorded with the plat in the Land Office at 
Washington and the State Land Office in 
Madison. The area of many towns, partic- 
ularly in southeastern Wisconsin, can be ob- 
tained in this way. The area may also be 
easily obtained for towns whose areas com- 
prise two or more government townships. 

Ideally, each government township should 
contain the sum total of the sections, each 
with 640 acres, or 23,040 acres. Actually, 
such is not the case, pos many complications 
hinder attainment of the ideal. For instance, 
the civil town of Summit, Langlade County, 
corresponds to government township 33 
north, range 9 east, but its area is 23,155 
instead of 23,040 acres. The original survey 
of the government townships was carried 
out in many places in a difficult terraine, 
in dense forests, or was complicated by the 
existence of numerous lakes and swamps, to 
say nothing of the known difficulties of sur- 
veying the square units upon the earth’s 
surface, with resulting necessary correction 
lines. As a consequence of these factors or 
combinations of them, the vast majority of 
government townships contain an area 
somewhere between 22,000 and 23,000 acres. 
A few townships near correction lines, or 
with “slanting” section lines, actually ex- 
ceed 23,040 acres, and in one part of Wis- 
consin reach a total of 26,000 and 27,000 
acres. The concentration of lakes in the 
Northern Highland of Wisconsin, particu- 
larly in the Vilas and Oneida County dis- 
trict, reduces the land area of some of the 
government townships to 17,000 acres or 
less. The surveyors used different practices 
in treating lake shore sites. Some lakes have 
been meandered in detail and excluded from 
the land area; other lakes were merely in- 
cluded within the section in which they 
happened to fall. Lake lots of varying sizes 
were laid out within the State, and must be 
included in calculations of area.! 


1For an illustration of an original survey and lake 
frontage lots see Chart I in George S. Wehrwein and 
Robert F. Spilman, “Development and Taxation of 
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Another problem arises whenever the town 
consists of more or less than a government 
township, or when it consists of parts of 
several townships with some of the parts 
mere subdivisions of sections or individual 
lots. The only way in which the area of 
such an “irregular” town can be calculated 
is to add the area of the lots, descriptions, 
sections, and townships that happen to 
constitute the town. This can be done fairly 
accurately from the surveyors’ plats which 
have on them the areas of lake lots and of 
those descriptions with more or less area 
than the usual 40-acre piece or quarter 
section (160 acres), and it has been done for 
those northern counties in which land 
utilization surveys have been made. 

Many of the minor civil divisions of the 
Northern Cut-Over Region and of the rough 
unglaciated area of western Wisconsin are 
highly irregular in shape. The irregularities 
in the north are further complicated by the 
presence of lakes, while in western Wis- 
consin a few of the towns have boundaries 
that correspond to the trends of valleys or 
ridges, with resulting “zigzag” borders. It 
must also be remembered that the sur- 
veys were made a hundred years ago in 
some parts of the State, and under difficult 
conditions. A resurvey today might result 
in considerable acreage changes for some 
townships. The discrepancies are the most 
marked in the northern lake regions. How- 
ever, all public records are based upon the 
descriptions and areas of land as found on 
the original survey plats and remain in this 
form unless an official resurvey changes the 
legal descriptions. 

For complete accuracy, the area of any in- 
corporated village or city should be sub- 
tracted from the area of the town or towns in 
which they lie but accurate areas of munici- 
palities are known only approximately at 
this time. Roads, railroads, cemeteries, and 
other non-agricultural uses of land will 
affect the final figures if the calculations are 
carried to tenths or hundredths of a per cent. 

The method used to obtain a map of the 
State showing land in farms on a town basis 
was to calculate the area of farms in each 
town, as determined from the United States 
Census, and place a square of proportionate 
size upon the accurate new federal base map 


Private Recreational Land,” 9 Journal of Land & 
Public Utility Economics 340-351 at 342 (November, 
1933). 
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showing minor civil divisions. The square 
was usually placed in the southwest corner of 
the town, except where an irregular unit 
forced a change from the type. Throughout 
most of southern, eastern, and western 
Wisconsin the towns are almost completely 
filled in, showing the preponderance of farm 
land, but in the northern and central por- 
tions of the State much area is left as non- 
farm (Map I)? 
The calculations and maps were based on 
a known town of standard size as follows: 
Milli- 
meters 





Factor Acres Acre Range 


Square 





Less than 500 

500- 1,500 

1, 500- 3,000 

3,000- 5,000 

§,000- 7,500 

7, 500-10, 500 

10, 500-14,000 
14, 000-18 ,000 
18 ,000-22, 500 
22, 500-27 , 000 
27 ,000-—33 , O00 
33 , 000-38 , 000 
38, 000-45 ,000 
45 ,O00-52,000 
§2,000-60, 000 


250 
250 
250 
250 
250 
250 
250 
250 
250 
250 
250 
250 
250 
250 
250 


250 
1,000 
2,250 
4,000 
6,250 
9,000 

12,250 
16,000 
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The fourth column indicates the acreage 
represented on this particular base map by 
any size square; 36,000 acres, for example, 
are represented by a 12 millimeter square. 
The actual measurement of the squares on 
the base map was, however, further com- 
plicated by the irregular shapes of some 
towns which have a high farm acreage, 
necessitating considerable further figuring 
to keep a proper areal relationship within 
the irregularity. The disadvantage of the 
increasing acre range in the higher brackets 
is not as great as may be supposed from a 
cursory examination of the table because of 
the infrequent occurrence in Wisconsin of 
total farm acreages per town much in excess 
of 21,000 to 22,000 acres. Only 18 towns 
in the State have total farm areas between 
24,000 and 25,000 acres, and 101 exceed the 
latter figure. However, only 10 exceed 
40,000 acres of farm land, all of them highly 
irregularly shaped towns in the rough 
Driftless Area of western Wisconsin. Of the 
10, but 2 have more than 50,000 acres in 
farms. Furthermore, when very large total 
farm acreages occur, they are in well settled 
towns having a high percentage of total area 


2 Data are of the census year 1930. 
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in farms, so the town is nearly covered by 
the square or rectangle in any event. For 
example, of the 101 towns previously men- 
tioned as having farm acreages in excess of 
25,000 acres, 60 are in the Driftless Area 
of western Wisconsin and 16 in northwestern 
Wisconsin. The remaining 25 are scattered 
in central and eastern Wisconsin. Not one 
is in the Northern Cut-Over Region. 

Geographically the method has obvious 
disadvantages in that the location of the 
square on the map and the actual location 
of the farm land in the town are not neces- 
sarily at the same place; this is particularly 
true of the Northern Cut-Over Region. 
However, the approximate location of the 
farm land is known from other sources, and 
can be presented upon a dot map. An im- 
portant advantage of this particular type 
of map is that it shows true relative condi- 
tions between diverse regions, northern and 
southern Wisconsin, something that a per- 
centage type of map based upon area of 
land in farms (not total area) is unable to 
do. It is also possible to construct a map of 
this type to present relative conditions when 
sauleh maps cannot be constructed upon a 
total area base because of lack of essential 
data. This particular map is used merely as 
supplementary to many other maps of all 
types, but it does contribute a special part 
to fundamental work in the study of regions 
and the land problems of these regions. 


The farms area map presents in areal 
relationship (1) the proportion of each 
Wisconsin town within farm boundaries, 
and (2) relative conditions between the two 
very diverse regions of the Northern Cut- 
Over section of the State and the southern 
agricultural districts, where town areas are 
almost entirely included in farms. The 
sparsely settled sand-marsh plain in central 
Wisconsin also stands out upon the map. 
The relative picture that is presented is thus 
based upon total land area, rather than 
upon area of land within farms, a base 
commonly used in much geographical work. 


The large number of villages and cities in 
southeastern Wisconsin are reflected on the 
map by the decreasing proportion of farm 
land in certain sections of that part of the 
State. This is especially true of the im- 
mediate shore of Lake Michigan, but is also 
the case throughout much of the south- 
eastern quarter of Wisconsin. Small lake 
and resort regions also stand out, as the 
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Oconomowoc region to the west of Mil- 
waukee, the Lake Geneva area near the 
Illinois state line, Lake Koshkonong, and 
others. Where a single city occupies con- 
siderable area it is, of course, reflected upon 


the map; or combinations of factors, such 
as the City of Madison and Lake Mendota, 
account for the small proportion of land in 
farms in the town of Madison. 

Western Wisconsin has most of its land 
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area within farm boundaries. The lack of 
lakes in this unglaciated portion of the State 
and the smaller total number of cities and 
villages result in a relatively higher total 
farm percentage. 

The east-west agricultural belt across 
north-central Wisconsin that lies between 
the Central Sand Plain and the Northern 
Cut-Over Region is strikingly shown. Cer- 
tain towns of this belt have nearly the total 
farm acreage of southeastern and south- 
western Wisconsin, as may be seen from the 
map, but the majority of the towns in this 
more recently settled region do not have 
quite the same amount of land within farm 
boundaries as do the older sections of the 
State. Certain towns of this east-west belt 
have distinctly less agricultural land, ex- 
plainable by a variety of reasons, but 
mainly the result of various features of the 
natural environment. 

The Northern Cut-Over Region and the 
western part of the Central Sand Plain of 
Wisconsin stand out as the two areas of least 
total agricultural land and of least relative 


land area in farms. Both of these regions 
are also districts which contain much 
“problem land.” The farms area map re- 
lates the total farm area of these towns to 
total area; other maps, constructed on a 
“Jand-in-farms” basis, can indicate relative 
conditions upon the farms themselves. 
Within these two regions the map thus 
shows relative areal conditions from town 
to town, knowledge of which is fundamental 
in planning land use in the region. 

The pictorial representation of the agri- 
cultural land of a given region is necessary 
for geographer and land economist alike. 
In a region of scattered occupancy, such as 
the Northern Cut-Over Region, detailed 
surveys to show actual land use and specific 
locations should follow, and are most neces- 
sary, but a state-wide map to represent not 
only regional conditions, but to permit 
regional comparisons upon the same base, 
is essential to the study of any area. 

Loyat Duranp, Jr. 
Assistant Professor of Geography, 
University of Wisconsin. 


The Indiana County Planning Law 


T the last session of the General 
Assembly of Indiana an act was passed 
authorizing the county commissioners 
of any county to appoint a county planning 
commission.! The act is an enabling statute, 
and not mandatory upon the several coun- 
ties. According to the law, the county 
planning body would be composed normally 
of seven members, including one member of 
the board of county commissioners, the 
county surveyor, and four citizen members 
selected by the board of county commis- 
sioners. In addition to these members the 
county agricultural agent would be a mem- 
ber by virtue of his office and, where there is 
a city plan commission existing in the 
county, it would select one of its members 
to serve as a member of the county board. 
The appointive members would serve over- 
lapping terms of four years each and as is 
usual with such boards, the members would 
serve without pay except for necessary 
expenses. 
The county planning commission is au- 
thorized to appoint and fix the compensa- 
tion of technical, clerical, and administra- 


1Senate Bill No. 265 (1935). 


tive employees, with the consent of the board 
of county commissioners. Provision is also 
made for cooperation with other official 
agencies in iin the duties of the com- 
mission. 

The wording of the County Planning 
Act is very similar to that used in the law 
which established the State Planning Board. 
The mission of each of these boards is the 
same and through the operation of the 
county planning commissions it will be pos- 
sible to carry out the objectives of planning 
in greater detail. Section 3 of the Act, 
therefore, restates in substantially the same 
form the objectives set forth in the State 
Planning Act as follows: 


“For the purpose of providing that healthful, con- 
venient, safe and pleasant living conditions may be 
assured in situations throughout the county and state, 
affording abundant opportunity for the proper utiliza- 
tion of natural resources and the talents and ability 
of all individuals in a manner profitable to each; and 


in order that the people of the county and the state of 


Indiana may realize the greatest possible benefit from 
the natural, agricultural, pieariel, and other resources 
of the county and state, including minerals, soils, 
lands, forests, fisheries, wild life and recreational 
facilities, water resources, rivers and harbors, manu- 
facturing and mechanical industry, wholesale and retail 
trade, educational and institutional facilities, and com- 
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munication and transportation facilities, including high- 
ways, and including such distribution of population and 
of the uses of the land within the county and state as 
will tend to reduce the wastes of physical, financial or 
human resources, which result from either excessive 
congestion or excessive scattering of population, the 
county planning commission of any county is hereby 
empowered to cooperate with and assist the state 
planning board in its duties: need 

“1, To make enquiries, investigations and surveys 
concerning the resources of all sections of the county. 

“9, To assemble and analyze the data thus obtained 
and to formulate plans for the conservation of such re- 
sources and the intelligent and systematic utilization 
and development thereof. ; 

“3. To make recommendations from time to time as 
to the best methods of such conservation, utilization 
and development. 

“4, To cooperate with the Nationa] Resources Board 
or other agencies of the United States government, 
with other states or territories and their agencies, and 
with the departments of the State of Indiana and all 
other public agencies of the state in such planning, 
conservation, utilization and development of resources.” 


The act provides further that it shall be 
the duty of the county planning commission 
to make and adopt a master plan for the 
physical and economic development of the 
county. The plan in each case, accom- 
panied by maps, charts, and descriptive 
matter, will show the commission’s recom- 
mendations for development of the county. 


These proposals may include the general 
location, inp and extent of highways, 
kinds, 
aviation fields, drainage and sanitary sys- 
tems, transportation and communication 
provisions, and public buildings and insti- 


conservation measures of many 


tutions. It is clearly set forth that these 
recommendations should include those ele- 
ments which are distinctly of a county 
nature as distinguished from those of merely 
local municipal importance. It is also pro- 
vided that the master plan may include “a 
land utilization program, including the 
general classification and allocation of the 
land within the county amongst mineral, 
agricultural, soil conservation, water con- 
servation, forestry, recreational, industrial, 
urbanization, housing and other uses and 
purposes.” 

Provision is made for the adoption of 
portions of the plan from time to time and 
for the enforcement of the plan after it is 
adopted. The enforcement clause provides: 


“ 


. after the adoption of the county master plan 
... then and henceforth no county highway, park, 
forest, reservation or other county way or ground or 
no county building or structure or property shall be 
constructed or acquired with county funds, or located, 
constructed or authorized by any county board, offi- 
cial or department unless the proposed location: and 
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extent thereof shall have been submitted to the county 
planning commission and the report and advice of the 
commission thereon shall have been received ... ” 
(Sec. 7). 

Administrative heads of other departments 
may depart from the official master plan, 
but only after filing in writing, for public 
inspection, their reasons for such departures. 

The county planning commission is also 
charged with the duty of preparing a 10-year 
program of public works covering all major 
county improvement projects. Provision 
is made for the annual revision of this plan 
to extend it one year into the future. The 
purpose of the public works program is to 
stabilize employment by promoting the 
planning and timing of public works and by 
the elimination of unplanned, untimely, 
unnecessary, and extravagant projects. 

The statements regarding zoning are 
brief. The exact wording of the law is as 
follows: 

“The Commission may, for the benefit and welfare 
of the rural and suburban areas of the county, prepare 
and submit to the board of county commissioners 
drafts of ordinances for the purpose of carrying out the 
master plan, or of any part thereof, including zoning 
or land use regulations, the making of official maps and 
the preservation of the integrity thereof, and including 
procedure for appeals from decisions made under the 
authority of such ordinances, and regulations for the 
conservation of natural resources of the county, and the 
Board of County Commissioners is hereby authorized 
and empowered to adopt such ordinances.” 

In Indiana the procedure for municipal 
zoning has been well established. Con- 
siderable similarity will obtain between 
county zoning ordinances and those of cities. 
On the other hand, a pioneering element is 
involved and it was felt that a definite dele- 
gation of the police power, in brief form, 
would be more appropriate than a lengthy 
recital of procedure at this stage. Doubtless 
some ordinances will be prepared under this 
authority during the next two years. In 
these ordinances procedure will be set out 
in detail to meet the particular situations 
and the general form of the ordinances 
established in this manner. If it is felt de- 
sirable, a later meeting of the General 
Assembly could be asked to include this pro- 
cedure as a part of the enabling act. There 
is general realization in many parts of the 
State of the importance of county zoning 
and of its value in promoting the best use 
of all types of land. 

Lawrence V. SHERIDAN. 


Consultant, State Planning 
Board of Indiana. 
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The Supreme Court Sheds More Light upon the 
Doctrine of Fair Value! 


GAIN the Supreme Court of the United 

States, speaking through Mr. Justice 

Roberts,! lays hold of that hardy per- 
ennial, the doctrine of a fair return upon 
fair value for rate-making purposes, and 
leaves it mired once more in the ever deep- 
ening bog of legal technicalities. Those who 
had hoped that the controversy over the 
meaning of this concept had at length at- 
tained firmer ground in the Los Angeles 
Gas & Electric Corporation decision? must 
feel a keen disappointment to find the Court 
wallowing again in the historic muck. 

After extended hearings and investiga- 
tions the Public Service Commission of 
Maryland entered an order November 28, 
1933 directing the Chesapeake and Potomac 
Telephone Company of Baltimore to put 
into effect reductions in its rates sufficient 
to diminish annual net income by $1,000,000. 
Enforcement of this order was enjoined by a 
decree of the Federal District Court from 
which the Commission appealed. The Com- 
mission had fixed the value of the property 
at December 31, 1932, including an allow- 
ance for working capital, as $32,621,190. 
After estimating the amount of net revenues 
available and allowing for a reasonable re- 
turn of 6% upon the rate-base, it found a 
surplus net revenue of $1,396,522. Because 
of a rise in the general level of prices during 
1933, the surplus deemed available for rate 
reduction was reduced to $1,000,000. The 
company claimed a higher annual allowance 
for depreciation than that fixed by the Com- 
mission and a return of 7%. The District 
Court had found a value of $39,541,921, 
also a higher depreciation expense, and had 
accordingly estimated that the return under 
the order would be 44%%, instead of 6%, 
which it held confiscatory. 

The basic value figure adopted by the 
Commission was for 1923 and taken from 
a decision of the District Court. It exceeded 


1 West et al. v. Chesapeake and Potomac Telephone Co. 
of Baltimore City, U. S. Supreme Court, October Term, 
3194, No. 648, decided June 3, 1935. 


book value by some $6,000,000. Mr. 
Justice Roberts points out that 


“the commission made no appraisal of the physical 
plant and property but attempted to determine present 
value by translating the dollar value of the plant as it 
was found by the District Court in 1923, plus net 
additions in dollar values in each subsequent year, into 
an equivalent dollar value at Dec. 31, 1932.” 


The translation was accomplished by means 
of 16 price and cost indexes prepared to show 
price trends. This price adjustment man- 
euver, designed to obviate the expense and 
delay of another appraisal, is summarized 
with comments by Dr. E. W. Morehouse 
elsewhere in this issue of the Fournal. 

The District Court held that the method 
of determining present value by means of 
indexes was inappropriate. On its part the 
lower court 


“purported to consider both book cost and reproduc- 
tion cost; but in fact, as plainly appears from the 
opinion, derived present value by the use of two figures 
only,—book cost as at Dec. 31, 1933 ($50,025,278), les 
the entire depreciation reserve:shown by the boo 

($11,483,357),—and thus fixed value at $38,541,921.” 


The Supreme Court asserts flatly: “We are 
not satisfied with the methods pursued either 
by the Court or the Commission.” 

The Commission’s method is condemned 
as inappropriate for obtaining the value of a 
going telephone plant because (1) the in- 
dexes were not prepared as an aid to the 
appraisal of property, and (2) the wide 
variation of results of the employment of 
different indexes impugns their accuracy as 
implements of appraisal. The Court dislikes 
the use of indexes weighted “upon a principle 
not disclosed” which renders the valuation 
process “‘dubious and obscure.” 

What the decision amounts to is a re- 
affirmation of the historic position of the 
Court that the “fair value” is the “present 
value” in the ascertainment of which in- 
vestment or actual cost and reproduction 
cost—together with all other elements 


2 Los Angeles Gas & Electric Corp. v. Railroad Com- 
mission, 289 U. S. 287 (1933). 
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affecting value—are to be given their proper 
weight in the final conclusion. The Court is 
definite in stating that the method here em- 
ployed of measuring reproduction cost by 
means of price indexes which reflect spot 
prices of labor and material gives too much 
weight to “sudden fluctuations in the price 
level.” 

The District Court’s method is subject to 
the infirmity that it uses book costs at a 
time when the price level is markedly lower 
and attempts to correct for this by deducting 
the depreciation reserve built up on a 
straight-line basis which is admittedly in 
excess of the observed and accrued depre- 
ciation at the valuation date. The method 
is condemned as a “rough and ready ap- 
proximation of value,” as arbitrary as that 
of the Commission because “unsupported 
by findings based upon evidence.” The 
decree of the Court is confirmed though 
its method is condemned. 

Mr. Justice Stone writes the minority 
opinion in which Justices Brandeis and 
Cardozo join. They believe the decree 
should be reversed because in their view of 
the case there was grave doubt whether the 
charge of confiscation had been sustained. 
The argument of the dissenting opinion is 
even more technical than that of the major- 
ity but it comes to this: Since the methods of 
both the lower court and the Commission 
were condemned, and the company had like- 
wise failed to give convincing evidence of 
confiscation, the order of the Commission 
should stand. Moreover, since the com- 
pany had merely sought to sustain the de- 
cree of the lower court, the judgment of the 
Supreme Court upon the record should 
have been to reverse the decree below 
because the method adopted by the court 
in testing for confiscation was adjudged 
unsound. 


The minority opinion defends the Com- 
mission in its use of price indexes with tell- 
ing effect, yet this portion of the argument 
is not material. But it is of the highest 
significance to students of public utility 
regulation to find the minority pointing out 
that “in no case hitherto has this Court 
assumed to set aside a rate fixed by a State 
Commission, not found to be confiscatory, 
merely for what it conceived to be an erro- 
neous method of valuation.” In Los Angeles 
Gas & Electric Corp. v. Railroad Commission 
(289 U. S. 287) the order of the Commission 
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was upheld because it was in fact non-con- 
fiscatory, even though the Commission had 
used the prudent investment method of fixing 
fair value, which had been repeatedly disap- 
proved. This principle that the Court will 
not interfere with the legitimately exercised 
discretion of the Commission which had 
raised such hopes is now beclouded in legal 
doubt and uncertainty. 

What light does this decision shed upon 
the doctrine of fair value? What help does 
it give administrative commissions in fol- 
lowing this will-o’-the-wisp which has been 
infesting these legal lowlands since 1898? 
Since that date they have learned that the 
will-o’-the-wisp is mot the historical cost, is 
not the nominal capitalization, is mot the 
capitalization of net income or the aggregate 
of the market value of securities, is ot the 
cost of reproduction, taken by themselves 
alone; but is some uncertain combination of 
all of them, weighted according to circum- 
stances. In the attempt to supply weights, 
the commissions have been told that they 
must not use the “split inventory method,” 
that spot prices will not do, that 10-year 
price averages are faulty, and now that the 
method of index numbers renders the valua- 
tion process “dubious and obscure.” This 
they do know, that it will not be safe to 
rely upon short-cuts, without the tacit con- 
sent of the utilities. To be safe, both parties 
must hire costly experts and engage in 
lengthy investigations, while critics of regu- 
lation make sport of the whole process by 
saying, after an order is finally sustained: 
“The mountain has labored and brought 
forth a mouse.” 

Meanwhile economists and others have 
neither failed nor tired of pointing a way out. 
The present writer followed up an early 
suggestion made in 1923 by a lengthy 
treatise in 1927 which, it seems, never dented 
the legal armor. Only the other day, an 
economist and a lawyer joined in pointing a 
similar way out of the difficulty by building 
upon the principle of the Los Angeles Gas 
& Electric decision and an explicit statutory 
rule of rate-making. In reviewing this book, 
I ventured to suggest that this procedure 
would not meet with the requisite self-deny- 
ing attitude of the court. Now the very 
groundwork of such procedure has dis- 
appeared. 

The situation is, to say the least, dis- 
couraging. The continued unwillingness of 
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the Supreme Court of the United States to 
accept the judgment of economists, in what 
the minority calls the most speculative 
undertaking imposed upon them in the en- 
tire history of English jurisprudence, does 
not promise much for that helpful coopera- 


tion between the social sciences which jurists 
in their more lucid moments are prone to 
suggest. 

Martin G. GLAESER. 
Professor of Economics, 
University of Wisconsin. 


Price Trends in the Baltimore Telephone Case 


majority of the Court in West v. Chesa- 

‘peake &F Potomac Telephone Company 
of Baltimore! for upsetting the Commis- 
sion’s order was the inappropriate use of 
price indexes in determining a rate-base. 
The chief indictment related to the weight- 
ing of 16 indexes of price trends in finding a 
“trend of fair value” since the last Com- 
mission and Court finding in 1924. This 
weighting, the Court said, was done “ upon a 
principle not disclosed” and “known only 
to itself.” This “rendered its process of 
valuation even more dubious and obscure.” 

It may be interesting, therefore, to sum- 
marize the indexes used, the weight attached 
thereto, and the values resulting (Table I). 
The Commission’s report does not clearly 
state the basis for the weights chosen. 
Mr. Justice Stone, speaking for the minority 
of the Court, notes: “Since some of the 
indices were more accurate than others, 
and since some were more directly applic- 
able to telephone property, they were 
assigned greater weights. It is clear that 
these were the considerations which in- 
fluenced the Commission’s judgment as to 
the approximate weighting.’ 

The most inclusive and probably most 
accurately computed index was given the 
highest weight. Two special purpose in- 
dexes relating particularly to telephone 
property were given the next highest weights. 
Five construction cost indexes, with result- 
ing values varying from lowest to highest by 
not more than 10%, were given a combined 
weight of 9%, nearly 14 of the total weights. 
These construction cost indexes plus the 
telephone property indexes received over 
¥% the weight. It would appear, therefore, 
that the accuracy and comprehensiveness 
of the indexes as well as their applicability 
to the property involved and tt purpose 
in view were dominant considerations. 

The point might be made that the weight- 
ing was merely a convenient tool used in 


IU, S.—, 79 L. ed—, 55 S. Ct. 894. 


A maiorie the reasons assigned by the 
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Depreciated 
Identification of Price Trend | Weights Value 





U. S. Dept. of Labor, 
All Commodities 

National Association of Pur- 
one Agents—Commodi- 


$30,458, 180 


25,410,849 

Dr. “ules Fisher’s Trend— 
Commodities 

Dun’s Trend—Commodities.. . 

Bradstreet’s Trend— 
Commodities 


28,681,140 
33, 581,993 


24,983,624 


Average of Five Commodity 

$28 623,157 

Engineering News-Record— 
Construction 

American Appraisal Co.— 
Construction 

Richey (Old Series)—Con- 
struction 

Consolidated Engineering Co. 
—Construction 

Turner Construction Co.— 
Construction 


$35,009, 281 
32,623, 549 
35,783,737 
34,092, 828 
33,153,303 


Average of Five Construc- 
tion Trends 

U. S. Dept. of Labor—Build- 
ing Materials 

National Association of Pur- 

chasing Agents—Building 
ing Materials 


$34, 132, 540 
$33, 140, 626 


29,965,050 


Average of Two Building- 
Materials Trends 
Federal Reserve Bank of New 
York—General 
oe beg Smith—Baltimore 


$31, 552,838 
$36,056, 408 


30,918,858 
U. iy To. of Labor—Build- 
Wee annie and Baltimore 


I. c "C. -clidinesi, Telegraph 
and Telephone Lines 

Co. Exhibit 35, Western Elec- 
tric Company prices, Less 
increase since 1929 

Composite Trend by Accounts. 


32, 369, 324 
32,024,463 


34, 567,634 
31, 108, 325 


Maryland Commission’s 
Fair Value Trend 





$32,610, 327 
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exercising judgment as to value. It was not 
essential to that exercise of judgment. One 
wonders what the Court’s opinion of the 
value judgment would have been if the 
separate trended values, stated without 
weights, had been used and the final value 
judgment expressed thereon. Would the 
Commission’s judgment figure then have 
been impeached merely because trends had 
been examined in reaching a conclusion? 
Would the method in that event have been 
found faulty, and hence the result uncon- 
stitutional? In this connection, the Com- 
mission noted in its brief that no deduction 
was made for excess plant not used and use- 
ful for present patrons, and that a “cushion” 
of $396,000 (equivalent to 6% on an addi- 
tional $6,600,000 of rate-base) was also pro- 
vided. After all, as the minority point out, 
the range from highest and lowest individual 
trend value to the average fair value trend 
used is not very wide. Indeed, it is narrower 
than the range between many engineering 


estimates, after complete inventorying and 
pricing of the property, in comparable 
cases. It is not clearly shown how the 
weighting process has impaired the Com- 
mission’s judgment value. 

If the Commission erred in its weighting 
method, did not the company likewise err? 
The company used indexes in its valuation. 
Some of these indexes were derived from ap- 
praisals of samples ranging from 1% to 
20% of particular classes of plant. The 
values of these samples were applied to the 
remaining items in the respective classes of 
property. This method likewise involves a 
species of weighting, but it is a commonly 
used method. Except for the classes of plant 
being more homogeneous within themselves, 
is this weighting by sample much more 
accurate than the Commission’s weighting 
method? 

E. W. MoreEuHouse. 
Chief, Rates and Research Division, 
Public Service Commission of Wisconsin. 


Utility Depreciation Practices under Commission Scrutiny 


IRECT commission control of depre- 
ciation rates and annual depreciation 
allowances has been vigorously under- 

taken by the Nebraska and Wisconsin com- 
missions. Hitherto, the fixing of deprecia- 
tion rates and depreciation allowances has 
been the almost exclusive prerogative of 
utility management, except as these matters 
have been reviewed from time to time in 
general rate cases. The Nebraska Com- 
mission has issued orders! fixing composite 
depreciation rates for Nebraska Class A and 
Class B telephone companies and more re- 
cently the Wisconsin Commission established 
class depreciation rates for Wisconsin Class A 
telephone companies.? The Wisconsin Com- 
mission has also under way depreciation 
investigations of the major Wisconsin gas 
and electric utilities and is organizing a 
special section of its staff to carry on this 
work. Other commisgions have also recog- 
nized the importance of the depreciation 
problem and have been making investiga- 
tions. 

_Direct commission control of deprecia- 
tion follows years of growing public interest 


1Re Northwestern Bell Telephone Co., 5 P. U. R. 
(N. S.) 21; Re Lincoln Telephone & Telegraph Co., 
6 P.U.R.(N. S.) 81; Re Nebraska Continental Telephone 
Co., General Order 59, N. S. R. Com. . 


in depreciation practices of utilities. For 
many years, regulatory commissions super- 
vised utility depreciation through pre- 
scribed accounting classifications but with- 
out material success. Not until 1920, 
however, was sentiment for regulating an- 
nual depreciation charges crystallized to a 
point oF enactment into specific law. The 
Transportation Act of 1920 provided that 
the Interstate Commerce Commission 
should, as soon as practicable, prescribe 
the classes of property for which deprecia- 
tion charges may properly be included in 
operating expenses, and the percentages of 
depreciation which shall be charged with 
separ’ to each of such classes of property. 
Subsequently, a number of state commis- 
sions have been given authority to establish 
utility depreciation rates either by express 
statute or by expansion of powers to pre- 
scribe accounting classifications and regula- 
tions. 

The mandate of Congress to regulate 
depreciation of interstate carriers has not 


yet been fully carried out by the Interstate 


2Re Wisconsin Telephone Company, 2-U-502; Re 
Commonwealth Telephone Co., 2-U-748; Re Community 
Telephone Company, 2-U-749; Re North-west Telephone 
Company, 2-U-751; Re LaCrosse Telephone Corporation, 
2-U-750, all as of April 30, 1935. 
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Commerce Commission. After 10 years of 
detailed investigation, the Commission 
issued a final report and order on deprecia- 
tion in Docket No. 14700 dated July 28, 
1931 (177 I. C. C. 458), defining classes of 
depreciable property and establishing gen- 
eral principles of depreciation accounting. 
This report also outlined the procedure by 
which the Commission expected to pre- 
scribe reasonable depreciation rates, but 
no rates were actually determined in the 
order. The effective date of the 1931 de- 
preciation order was thrice postponed by 
the Interstate Commerce Commission for 
one-year periods. In 1934, with the deprecia- 
tion matter still pending, the Federal Com- 
munications Commission was vested with 
the Interstate Commerce Commission’s 
jurisdiction over interstate business of tele- 
phone companies and since then the effec- 
tive date of the 1931 depreciation order was 
postponed, first for another year, and finally 
for an indefinite period.* 

The continued hesitancy of Federal com- 
missions to prescribe depreciation rates for 
interstate carriers may reflect complete 
understanding of the complexities involved 
rather than incompetency or neglect of duty. 
The Interstate Commerce Commission is 
not entirely responsible for its mandatory 
jurisdiction over depreciation. It is con- 
tended that this task was forced upon the 
Commission by an act of Congress. Investi- 
gations so far made clearly demonstrate 
the difficulties of Federal control over de- 
preciation, and it appears doubtful that a 
Federal commission can be equipped to 
cope properly with the variety of local con- 
ditions affecting depreciation requirements. 
In so far as telephone utilities are affected, 
the Federal Communications Commission 
will have an opportunity to suggest modifica- 
tion of the Congressional depreciation man- 
date in the telephone regulatory legislation 
to be recommended to the next Congress. 

State regulation of utility depreciation is 
off to a more propitious start. Excepting 
Massachusetts,‘ state commissions were 
only recently given authority to regulate 
utility depreciation coincident with the 
movement to revitalize commission regula- 


3 Federal Communications Commission, Docket No. 
2552, Depreciation Charges of Telephone Companies, 
Order No. 10-B, dated May 1, 1935. 

* Mass. Laws 1921, c. 164, § 5A. 

5 Northwestern Bell Telephone Company v. Nebraska 


tion. The depreciation orders of the Ne- 
braska and Wisconsin commissions are the 
first results. 

The 1934 order of the Nebraska Com- 
mission prescribing a 314% depreciation 
rate for Northwestern Bell Telephone Com- 
pany already has been tested in the Ne- 
braska Supreme Court which sustained the 
Commission.’ The other depreciation orders 
have not been reviewed by the courts. 

The depreciation investigations of the 
Nebraska and Wisconsin commissions were 
instituted for the same purposes: to prevent 
over or under charging for annual deprecia- 
tion by establishment of proper deprecia- 
tion rates and to cooperate in the deprecia- 
tion studies of the Federal Communications 
Commission. Telephone companies were 
first to come under this phase of regulation 
primarily because of the substantial depre- 
ciation charges which many of these com- 
panies make to operating expenses. Annual 
depreciation allowances of many telephone 
utilities are as much as 25% of total operat- 
ing expenses. The importance of such an 
item in determining reasonable telephone 
service rates is obvious. 

The Nebraska and Wisconsin commis- 
sions both sponsor straight-line depreciation 
accounting under which loss in service value 
of physical property attributable to exhaus- 
tion of service capacity is charged to operat- 
ing expenses in monthly or annual instal- 
ments, as equal as may be, over the service 
life of the property. The orders of the Ne- 
braska Commission prescribe only composite 
rates for each company, while the Wiscon- 
sin Commission established separate de- 
preciation rates for each primary depreciable 
plant account. The class depreciation rates 
established by the Wisconsin Commission 
composite to 3.5 to 4% of depreciable 
property, the variation among companies 
resulting from differences in operating con- 
ditions, size and number of exchanges, 
nature of territory served and relative com- 
position of fixed capital by classes. The 
composite rates authorized by the Nebraska 
Commission range from 3 to 3.5% with the 
variation resulting from the above factors 
and also the relationship of present de- 
preciation reserve to existing depreciation. 

The procedures followed by the Nebraska 


State Railway Commission, 259 N. W. 362 (March 1, 
1935). To be appealed to U. S. Supreme Court (Tele- 


phony, July 13, 1935). 
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and Wisconsin commissions in prescribing 
depreciation rates are similar. The com- 
panies involved were required to submit 
estimates of depreciation requirements and 
adequate detailed supporting data. These 
estimates were checked by commission 
representatives and, where necessary, in- 
dependent analyses made. Informal agree- 
ments were sought on differences between 
company and commission estimates. Formal 
hearings were conducted in cases where 
differences of judgment and theory could not 
be successfully arbitrated. Finally, formal 
orders were issued certifying reasonable 
percentage rates. 

The orders of both commissions call 
attention to the necessity of correlation be- 
tween the accrued depreciation reserve and 
existing depreciation deductible in rate 
cases. After pointing out the wide dis- 
crepancy between the Northwestern Bell 
Telephone Company’s_ reserve _ balance 


(26.8%) and estimated existing depreciation 
(12%), the Nebraska Commission said: 


“Rate payers should be required to pay for capital 
consumption. They should not be required to pay for 
capital contribution and then be required to pay a 
return upon their own contributions.” 


The Wisconsin Commission emphasized 
the same point in criticizing the Wisconsin 
Telephone Company’s 30% reserve balance 
contrasted to less than 10% existing de- 
preciation as determined by the Company’s 
engineers. These orders serve notice that no 
longer can utilities expect to include de- 
preciation in operating expenses on one 
theory and deduct depreciation for rate- 
base purposes on some other and inconsis- 
tent basis. 

Both commissions answer the question of 
conflict between state and Federal jurisdic- 
tion by the statement that Congress, in 
authorizing a Federal commission to fix 
depreciation rates, did not presume to grant 
Federal control over depreciation rates in- 
volved in intrastate telephone service. The 
commissions point out the importance of 
proper depreciation expense in determining 
reasonable telephone rates and contend that 
state rate control is out of the question 
without direct state jurisdiction over this 
important factor in cost of service. 

_ The Nebraska Commission is of the opin- 
ion that depreciation rates for the future 
should be reduced to correct gradually ex- 
cessive reserve balances. No adjustment 


was made for this factor in the rates pre- 
scribed by the Wisconsin Commission, but 
the orders clearly imply that such adjust- 
ments may be found necessary in the future. 
To facilitate checking against excessive re- 
serves, the Wisconsin Commission’s order 
fixing depreciation rates of Wisconsin Tele- 
phone Company also requires the establish- 
ment of separate reserves for each primary 
lant account. The Commission apparently 
elieves that errors in class depreciation 
rates will show up readily in the account 
reserve balances and thus facilitate proper 
readjustment, either up or down. This 
method of accounting was also contemplated 
by the Interstate Commerce Commission’s 
1931 depreciation order.® 

In prescribing depreciation rates for the 
future, both commissions recognized the 
recession in telephone development since 
1931 and the reduced effects of inadequacy 
as a factor of depreciation caused by re- 
duced telephone growth and the existence 
of excessive spare plant capacity. The loss 
of 15 to 25% of telephone subscribers during 
the depression has given most companies 
ample plant for a very considerable period 
in the future. 

The Wisconsin Commission criticizes con- 
sideration of proposed future additions to 
existing buildings and central office installa- 
tions in estimating current rates of deprecia- 
tion. This method is used by most of the 
Bell System telephone companies. The 
Commission takes the position that this 
practice leads to excessive accruals and is 
unfair to subscribers in that it requires 
payment in present service rates for an esti- 
mated accruing loss of investment not yet 
made. The revised classification of tele- 
phone accounts of the Federal Communica- 
tions Commission, which was issued after 
the date of the Wisconsin depreciation 
orders, also definitely prohibits this practice. 

The Wisconsin Commission’s orders also 
discuss in some detail the relative weight 
to be given mortality experience and fore- 
casts of conditions in the future. The Com- 
mission apparently believes that substantial 
weight should be given recent rates of plant 
retirement and conditions expected in the 
near future and less consideration should 


be given long-range forecasts and mortality 


6 Interstate Commerce Commission, Docket No.14700, 
Depreciation Charges of Telephone Companies, 177 
I.C.C. 458. 
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experience for periods long since past. 
Under the Wisconsin theory, deprecia- 
tion rates would reflect substantially the 
currently effective factors influencing de- 
preciation requirements with changes 
made from time to time as changes in con- 
ditions become manifest. The thought is 
that close correlation with actually existing 
influences will serve to eliminate errors 
resulting from difficult predictions of an 
unknown distant future. It appears that 
this plan, if successfully carried out, may 
solve the leading disadvantage of the straight- 
line method of depreciation. 

Examination of the depreciation orders 
so far issued shows, on the whole, a fair 
approach by the state commissions. The 


Wisconsin Commission explains that it has 


1 Re Wisconsin Telephone Company, 2-U-502, p. 12. 
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a dual responsibility in the matter of de- 
termining proper annual depreciation re- 
quirements: 


“Too large an allowance places an unfair burden on 
the service rates of subscribers . . . If the deprecia- 
tion allowance is too low, impairment of capital is 
possible, which usually results in financial difficulties 
for the utility and deterioration of service to its cus- 
tomers. The Commission is unwilling that regulation 
of depreciation rates in Wisconsin shall result in either 
of these conditions.’”? 


These orders indicate that state com- 
missions have begun establishing their 
control of utility depreciation on a going 
basis. It may be expected that other com- 
missions will soon exercise similar jurisdic- 
tion over this problem. 

J. A. Kruse. 


Chief, Depreciation Section, and Rate Analyst, 
Public Service Commission of Wisconsin. 


Management Fees in California 


N City of San Diego v. San Diego Con- 
I solidated Gas & Electric Company (39 C. 
R. C. 279) decided by the California 
Railroad Commission February 4, 1935, 
that Commission, in a rate case, met and 
definitely disposed of the vexing problem of 
holding company management and engi- 
neering fees. The opinion, prepared by Com- 
missioner William J. Carr and approved by 
the entire Commission, presents an able 
and complete discussion of rate-making as 
now practiced by the California Commission. 
The rates fixed by the order were placed 
in effect by the Company after a petition for 
rehearing had been denied. 

The Company supplies electric, natural 
gas, and steam service in San Diego and in 
those parts of San Diego County where 
these services are offered. Natural gas 
service had been substituted for manufac- 
tured gas service in September, 1932 and it 
was conceded that the deficiency in earnings 
from the gas business should be made up by 
the electric department, and the property, 
revenues, and expenses treated as a single 
problem. 

The complaint in this case was filed by the 
City and substantial reductions in rates for 
electricity and natural gas were asked. 
Appraisals of the property were made by 
both the City and the Company on historical, 
and reproduction cost new and depreciated, 
bases. Historical cost and reproduction cost 
estimates, exclusive of overheads, were very 


close together and the reserve for accrued 
depreciation and the estimated accrued 
depreciation were each approximately 20% 
of historical and reproduction cost re- 
spectively. 

While the Commission did not depart 
from what may be called the traditional 
California method of rate-fixing—that is, an 
undepreciated rate-base (substantially the 
historical cost of the used and useful prop- 
erty) and 6% sinking fund annual deprecia- 
tion included in operating expense—yet an 
alternative fair value rate-base was set up, 
based upon cost to reproduce less deprecia- 
tion, with 6% sinking fund annual deprecia- 
tion augmented by interest at the 6% rate 
on the amount of depreciation deducted. 
The return to the Company was found to be 
practically the same under either method. 

Neither the undepreciated rate-base of 
$36,000,000 nor the depreciated rate-base 
of $28,750,000 included any additive sum 
for going value. It was held that the 
property was valued as a going and function- 
ing utility, including certain units of prop- 
erty of doubtful usefulness, and in addition 
substantial allowance was made in operating 
expense for promotional and developmental 
expenditures. 

Standard Gas and Electric Company 
owns slightly over 99% of the common 
stock of the San Diego Company. The San 
Diego Company had standard form 2%% 
management and 734% engineering con- 
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tracts with Byllesby Engineering and Man- 
agement Corporation, a wholly owned 
Standard Gas and Electric subsidiary. 
Much evidence was offered by the Corpora- 
tion to support the reasonableness of the 
payment and the value of the services ren- 
dered. The right of the Commission to 
scrutinize carefully the contracts was con- 
ceded and the real question concerned the 
right of the Corporation to obtain a profit 
on the service rendered. The Commission, 
recognizing the useful and valuable char- 
acter of the services rendered, held squarely 
that the cost of the service should be the 
measure of the compensation to the affil- 
jated corporation. The management fee 
was fixed at $70,000 per annum, or prac- 
tically 1% of the revenues. A rate for the 
engineering fee was not fixed but the Com- 
mission deducted $1,360,000, representing 
55% of the Byllesby engineering fee included 
in historical cost overheads, from the his- 
torical appraisal of the Company. In effect, 
the Commission reduced the rate-base by a 
sum held to represent the intercompany 


profit which had accrued during the period 
that the relationship had been maintained. 

Rate case expense and donations and dues 
were included in expense in somewhat 
lesser amounts than claimed, and it was held 
that the Company had recovered, through 
prior earnings, the costs incurred in the cut- 
over to natural gas in 1932, although on the 
books of the Company the cost had not yet 
been entirely written off to expense. Gas 
revenues were estimated for the future on a 
temperature adjusted basis. 

A return of 624% on the traditional un- 
depreciated rate-base set-up was found 
reasonable. The Commission held that if 
any profit should accrue to the holding cor- 
poration it must go to them in the open, by 
way of rate of return, and not as a profit on 
top of the cost of the services rendered, “a 
feature of the system which unless remedied 
is likely to break down the very system 
itself.” 

Wa ter W. Cooper. 
Assistant Chief Accountant, Telephone Inves- 
tigation, Federal Communications Commission. 


Recent Court Decisions Threaten Established Unit Rule of 
Ad Valorem Taxation of Public Utilities in Wisconsin 


HEN Wisconsin abandoned the meth- 

od of taxing railroads by assessing a 

license fee on the basis of gross re- 
ceipts and substituted the ad valorem system 
whereby railway operating property was 
valued as a unit and subjected to a tax 
based on the average state rate, the rail- 
road companies immediately brought action 
to test the constitutionality of this new 
method of taxation. The Wisconsin Supreme 
Court by Chief Justice Marshall in Chicago 
and Northwestern Railway Co. v. the State’ 
rendered a sweeping opinion in favor of the 
constitutionality of the ad valorem method. 
The court there said?: “It appears that the 
better way to promote that equality and 
justice to all, which the constitution guar- 
antees, is to maintain the integrity of the 
unit system in its entirety in treating rail- 
way property for taxation... ”. 

Section 76.02(1) of the statutes provided 
that the property of a company shall in- 
clude all property used or employed in the 
operation of the business whether owned, 


1128 Wis. 553 (1906). 
? Ibid., p. 676. 


leased, or otherwise. For over a quarter of a 
century it has been the established practice 
of the Wisconsin Tax Commission to assess 
taxes on leased properties against the operat- 
ing company. In two comparatively recent 
decisions the Wisconsin Supreme Court has 
shown a tendency to limit application of the 
unit rule. 


In 1931 the Wisconsin Legislature ex- 
empted motor vehicles from general prop- 
erty taxation. Chapter 70 is the general 
property tax law. Public utility property 
is classed as special property being covered 
in Chapter 76 and exempted from general 
property taxation as a rule. The effect of 
exempting motor vehicles from general 
property taxation was to exempt all motor 
carriers and companies doing business as 
common carriers solely by motor vehicles. 
The Wisconsin Tax Commission assessed 
the busses and other motor vehicles of com- 
panies operating bus lines in conjunction 
with the conduct of an electric, gas, or sim- 
ilar utility. In Wisconsin-Michigan Power 
Co. v. Tax Commission® the Supreme Court 


3 207 Wis. 547 (1932). 
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upheld the lower court’s ruling that busses 
operated by the appellant company should 
be treated the same for assessment and 
taxation purposes as like property of other 
independent bus transportation companies. 
The inclusion of such motor vehicles for 
assessment and taxation purposes under 
Chapter 76 by the Tax Commission was held 
erroneous. Thus the properties of such 
companies as the Wisconsin-Michigan Power 
Company could no longer be assessed as a 
unit. The Legislature has since exempted all 
motor vehicles owned by utilities, thus 
necessitating a further modification of the 
unit rule. 

A much more drastic opinion was handed 
down last summer in the Soo Case (Min- 
neapolis, St. Paul and Sault Ste. Marie 
Railway Co., respondent v. Robert K. Henry, 
Treasurer, et al., Appellants).4 The Soo Rail- 
way Company in 1909 entered into an agree- 
ment me 9 the Wisconsin Central Railway, 
the agreement being denominated a lease 
for 99 years in the nature of a contract 
whereby the Soo Company agreed to operate 
the Wisconsin Central properties. A re- 
ceiver for the latter company was ap- 
pointed in 1932. The receiver entered into a 
contract with the Soo Company whereby 
the Soo Company agreed to operate the 
Wisconsin Central lines, keep separate 
accounts of the earnings of the two com- 
panies, and pay over to the receiver the net 
earnings of the Wisconsin Central Company. 

When the Soo Company was notified that 
the Tax Commission had assessed all prop- 
erties operated by the Company as a unit 
and that the taxes were levied against it, the 
Soo Company protested and petitioned for 
separate assessment so that it could be 
assessed on its own property only. The Soo 
Company admitted owning a majority of 
the common stock of the Wisconsin Central 
Company, $10,000,000 of said Company’s 
bonds, and virtually all the preferred stock, 
as well as standing in the position of guar- 
antor of $16,000,000 additional in bonds. 

In spite of the manifest intercorporate 
relationship, as well as the fact that the Soo 
Company was operating all the properties 
and thus apparently subject to assessment 





4216 Wis. 668 (1934). 
5 The problem of leased property was briefly touched 
upon in “Some Solved and Unsolved Problems of Pub- 
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for taxes as a railway company defined in 
section 76.02(1), the Supreme Court held 
that a separate assessment of the properties 
should have been made. The decision must 
have been founded upon principles of 
equity. The court evidently based its opinion 
on a distinction of corporate ownership 
rather than operation, thus allowing a con- 
tract between companies to overrule the 
wording of the statute. The court said: 
“In our opinion, when one railroad com- 
pany is operating the property of another 
for the benefit of both companies the statutes 
discussed require a separate assessment of 
the property so operated, and do not au- 
thorize any other than a separate assess- 
ment of such property.” The court opined 
that the fact that the Wisconsin Central 
property was in the hands of a receiver 
was an additional reason for separate assess- 
ment. 

If this decision is sound, it appears that 
the unit rule based on operation will no 
longer be accepted and that a unit rule 
based on corporate ownership may be in 
evolution. The possible complications 
arising from such a situation are many. 
The Milwaukee Electric Railway and Light 
Company may insist on a separate assess- 
ment of the Lakeside property leased by 
them from the owner, the Wisconsin Elec- 
tric Power Company. It may be feasible to 
incorporate operating divisions of the va- 
rious railways and power and light com- 
panies separately, operate by lease, and 
work out contracts which will compel 
separate assessment by the Tax Commis- 
sion. Over half a century ago the same 
problem arose in connection with the 
graduated gross receipts tax on railroads. 
The matter of leased property in relation to 
the application of the unit rule of ad valorem 
taxation may grow to be a very troublesome 
and litigious one, if the utility companies 
were to attempt to take full advantage of 
the opportunity opened to them by this 
decision.5 

GeorceE M. Kertu. 


Statistician, State Board 
of Control of Wisconsin. 
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Groves and George M. Keith, 10 Fournal of Land & 
Public Utility Economics 110-1 (May, 1934). 











